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PREFACE 


A BOOK in defence of capitalism by a teacher of economics 
will be deemed eccentric by those who believe that all 
economist^ are Socialists nowadays. The growth of this 
strange myth may be partly due to the fact that those 
economists who are Socialists have written so many more 
books and articles for the general reader than those who 
retain a strong belief in private enterprise ; but it is largely 
the outcome of a good deal of confusion in the use of terms. 
If a ‘^Socialist” is one who dislikes extreme inequality of 
income or of opportunity, then I suppose all economists dte 
“ Socialists " ; it is a very different matter, however, if 
“ Socialism ” is taken to mean the destruction of private 
enterprise and the public ownership of all the means of 
production^ Similarly, if the title of “ planner ” can be 
earned by ^pporting an active policy to maintain a high 
level of employment, then it may be true that all economists 
are “ planners ” ; but thev are not all “ planners ” by any 
means if “ planning ” implies the abandonment of the price 
mechanism and the profit motive in favour of authoritarian 
production programmes enforced by means of controls. 
Even Lord Keynes has been described as a “socialistic 
planner ”, which must surely be regarded as a surprising 
label for that great liberal economist. 

The same ambiguity may lead to some confusion in 
working out the political implications of an attack on 
nationalisation and pervasive planning. All political parties, 
apart from the Communist and Fascist Parties, contain strong 
progressive and liberal elements, and I am well aware 
that some members of the Socialist Party would resent the 


V 



MODERN CAPITALISM AND ECONOMIC PROGRESS 

suggestion that they themselves advocate general nationalisa- 
tion and the control of all economic activity by the state. 
On the contrary, they believe in the price mechanism 
and they would preserve private enterprise and the profit 
motive in much the greater part of industry. For any mis- 
understandings of this kind, 1 apologise, but I must plead 
that I am not entirely to blame. Very different views are 
held by other members of this heterogeneous party and its 
official pronouncements fall somewhat short of enthusiasm in 
dealing with private enterprise. 

In the main the book is concerned' with internal affairs 
and it has been possible to include only one short chapter 
on international economic policy. In many of the other 
chapters, however, I have emphasised the overwhelming im- 
portance of the balance of payments, and I have tried to 
indicate the connections between domestic policy and foreign 
trkde. An attempt Tias been made to avoid the use of 
technical jargon wherever possible and to explain it in the 
few places where its use seemed desirable. 

I am much indebted to Mr. B. D. Giles of Nuffield College 
who has checked my statistics, and to my wife v^Jio has been 
of great assistance throughout. 

T. W. 

University College, Oxford 
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I^art One 




CHAPTER I 


PROGRESS OR LIBERTY? 

Would you rather have things run in the Russian way 
and face the labour camp ; or in the American way and face 
the slump ? ” In these words Mr. G. M. Young has pro- 
pounded the dilemma which, in the opinion of many students 
of public affairs, confronts Western civilisation at the present 
time. We must choose, it would appear, between private 
enterprise and socialism, and whichever way the final vote 
mav go, the loss seems likely to be heavy. The evils of pre^ 
war capitalism are bitterly familiar and a return to the old 
system with its dismal statistics of unemployed is unthink- 
able. Everyone is agreed that more state intervention will 
be needed remedy these defects in the future ; there is 
no difference of opinion on this point. A large number of 
pepple, however, have come to believe that capitalism cannot 
be made to work satisfactorily at all. What is required, -in 
their view, is the abolition of private ownership in the 
means of production and the abandonment of, the pi^ice 
mechanism in favour of planning. All important economic 
decisions should be taken by the state and the whole course 
of economic life centrally planned and determined. It is 
held that the nation’s economic ills will be cured only if this 
is done. 

But economic progress is not everything, and here is the 
rub. The capitalist era for all its defects has been one of 
the rare and ^precious periods in human history when the 
individual has enjoyed a high degree of liberty and respect. 
Freedom of speech and of the press, freedom of worship. 
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freedom frgm arbitrary arrest — all these p^vileges have 
been enjoyed by rich and poor, and have been exercised not 
least by those critics who held them to be of no account. 
As a ruling class, the* capitalists have clearly behaved in a 
very different way from other ruling classes, such as the 
Nazis in Germany or the Communists in Russia. The 
capitalists, indeed, have consisted of a* large number of 
scattered individuals who competed with each other and 
rarely acted as ^ disciplined group. The coercive use of 
political power was in the main repugnant to them and 
contrary to their whole conception* of life. Occasional 
instances of oppression may be called to mind such as the 
attempted transportation from Tolpuddle of a handful of 
workers a century or so ago ; but these incidents are in- 
significant compared with the Nazi gas chambers or the Soviet 
labour camps. The spasmodic efforts to cripple the growing 
power of the trade* unions did not succeed because the 
methods employed by capitalist democracies could not be 
sufficiently ruthless, whereas in the Soviet Union the trade 
unions have become the docile instruments of a police state 
which does not scruple to enforce its authorit)^ If one can 
forget the party rivalries of the moment an/ look at the 
matter objectively, one must admit that there has been much 
regl liberty under capitalism. Even some socialist writers, 
such as Mr. E, F. M. Durbin, * have admjjtted as much and 
have paid tribute to what has been achieved. 

One of the most crucial issues confronting us today is 
whether such freedoms can survive in the fully sociSlised and 
planned economy which is so often held before us as our 
economic objective. There are a few who would still be 
prepared to give a confident answer, but one is left with the 
impression that an increasing number of people is beginning 
to have serious doubts. The weight of the evidence seems to 
support the pessimistic conclusion, and it would be foolish 
to suppose that it can be dismissed as a mere bogey created 
* What Have We to D^end? 
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by Conservative politicians to drive the frightened electors 
into their arms. 

Socialist theory lays great stress upon the extent to which 
political institutions are influenced — it normally says 
“ determined ” — by economic conditions. Thus Professor 
Laski has traced the connection between capitalism and the 
growth of democratic institutions,^ and although the eco- 
nomic interpretation of history can be accepi!ed only partially, 
there is undoubtedly much force in his argument. His main 
concern, it is true, is to suggest that democracy must be 
tainted from its contact with anything so vile as private 
enterprise, but the more obvious moral is surely that 
capitalism must have great redeeming features, which we 
should do well to cherish and preserve. To put the argu- 
ment at its lowest, democracy and capitalism have proved 
to be compatible and to some extent they have even been 
historically connected, but hitherto the fully socialised 
economies have been dictatorships. If a definition of 
democracy is called for at this stage, a quotation from the 
writings of Archbishop Temple will serve : 

“ By tli^*^ee tests it can be known whether Democracy 
is true to its root principle : by the depth of its concern 
for justice to individuals ; by the careful regard which it 
pays to the rights of minorities ; by the scrupulous respett 
which it offers 'to whatever can present itself in the name 
of individual conscience. Of these the last isothe most 
vital of all.” 

These are hard tests ; but if the capitalist countries do not 
always pass with honours, the areas under Communist control 
make no attempt to pass at all and even profess to despise 
the examination . Liberty and capitalism have gone together ; 
communism and serfdom have gone together. These are the 
facts. It may, be possible to preserve Parliamentary govern- 
ment and civil liberty in some socialist state of the future 
* The Rise of European Liberalism, 
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but that is fciere surmise. To say the least of it^ it is advisable 
to be cautious. With so much^at stake, the facile optimism 
of the social democrats can only be regarded as irresponsible. 

Unfortunately, democracy is not the outcome of mere 
constitutional decisions, nor can it be preserved by formal 
rules and paper safeguards. It reflects the will and the whole 
way of life of a nation, and depends for its survival upon 
taboos and cuAoms which may be slowly destroyed if 
economic institutions undergo a complete change. In the 
past, the development of political liberty owed much to the 
economic independence of the aristocracy, the squirearchy, 
the yeoman farmers and the business men. The working 
class, it is true, did not at one time enjoy comparable in- 
dependence — although even the recalcitrant worker was 
free to change his employer and had always some chance 
of becoming his own boss, if only behind the counter of a 
^mall shop. Yet, largely as a result of the competftive party 
system, even the workers came to share in the democratic 
privileges which derived in part from the economic independ- 
ence of a minority to which they did not belong ; and a truly 
progressive policy should seek to enhance the jpdependence 
of the workers themselves and to widen the ^onomic basis 
of the democratic system. Historically, freedom has been 
associated with the rights of property, and with the ‘de- 
centralisation of economic decisions whi^^ these rights im- 
plied. Since this is so, greater equality of opportunity and “ a 
property-bwning democracy ” would appear to be the proper 
and logical ideals for the future. Much progress! has been 
made in this direction already ; and in so far as action by the 
state is required, a democratic policy can be summarised by 
saying that it should include measures to maintain a* high 
level of employment, ^adequate social services, educational 
opportunities, redistributive taxation and the easing of some 
of the institutional difGculties in the way of the small firm. 
Such a policy might at one time have been described as 
“ socialistic ” ; but the term “ socialism ” has now come to 


6 



PROGRESS OR LIBERTY? 

mean the creation of vast state-owned monopoljies, and in 
this modern and degraded s^se it must, I fear, be regarded 
as hostile to democracy. The small man is to be eliminated 
and the healthy spirit of defiant individualism quenched for 
good. 

It remains to be seen how. much political freedom will be 
accorded to the employees of the nationalised industries ; 
but, whatever the formal rules, the convefttions are likely 
to be hostile to liberty. No doubt these employees will be 
allowed to get away with a good deal, even to the point of 
sabotage, provided they are to the Left of the Government ; 
but it will require some courage to take an active part in 
politics as a Liberal or a Conservative. Although there may 
be brave men prepared to incur the risks, it is a sinister fact 
that such danger of persecution exists. In the case of the 
administrative staffs it seems probable that, in the event, the 
usual civif service convention will apply. * They will not take^ 
an active part in politics ; and thus, as the private sector is 
progressively reduced, more and more of those who are best 
fitted by training and ability to serve the nation in its political 
life will find^hemselves muzzled and impotent. Of course 
it is true that gven under private enterprise, employees have 
been forced at times to watch their step ; but such inter- 
fereftice has been very mild compared with what may hg 
anticipated under ^cialism. •Fortunately for democracy, the 
employers were primarily concerned with earning a profit 
and would think twice before dismissing a good maft because 
of his politics. Nor had they the same power to enforce 
their will when industries were broken up into a large 
number of firms. A Liberal mining engineer who was dis- 
missed by an unusually bigoted Tory boss had some hope of 
finding another job in a firm owned by*a Liberal ; today he is 
faced with the enormous monopoly power of the National Coal 
Board, and if h^offends his superiors his career may be ended. 
By contrast, even in the larger private companies, different 
political views were often held by the different directors and 
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systematic political victimisation was scarcely possible. 

The future of the press and tjie publishing industry under 
socialism is particularly alarming. So long as the firms are 
privately owned, anyone can hope to publish his opinions 
provided they are of sufficient interest for the publication to 
sell. Of the books on politics published by private enterprise 
over the past thirty years, I suppose the*majority have been 
critical of private enterprise. No-one who looks along the 
shelves of a large library can find much trace of capitalist 
censorship ” ; a visitor from another planet — or from 
Soviet Russia — might well conclude that the publishers 
were secret “ comrades ” or, if not, that they were morbidly 
intent on self-destruction. What is true of books is also 
true to a surprising extent of the press. Newspapers usually 
have a “ policy ” ; but this has not prevented them from 
reporting the news with reasonable fairness, nor have they 
j'efused to publish letters, articles and even permanent 
features which are hostile to that policy. Lord Beaverbrook 
is scarcely a Socialist, but for many years he gave space 
to the drawings of Mr. David Low which have repeatedly 
conveyed a socialist message. The instants could be 
multiplied, but it will suffice to recall tho^ open-minded 
attitude towards socialism adopted by such great capitalist- 
owned papers as The Times and the Manchester Guardian. 
fn this country we are inclined to take jhe freedom of the 
press for granted because we have no experience of a regime 
where the expression of opinion, the airing of grievances 
and even the publication of scientific theses must be sub- 
jected to political scrutiny. It is to be hoped that we shall 
never have such experience, but the spread of public owner- 
ship may well bring it in its train. It is difficult to believe 
that the press and the publishing industry will be left 
untouched, the last important island of private enterprise 
in the socialist state. If, as is surely inevitable, the 
Socialists decide that these industries too must be taken 
over, the outlook will be bleak. Perhaps, in theory, they 
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could be run fairly, but all will then depend upgn the good- 
will of the men in power. This is not so under capitalism, 
and the profit motive is surely the least dangerous of the 
various criteria by which the right to publication can be 
determined.^ If a writer's .fellow-citizens are likely to be 
interested enough in his views, then he has a good chance 
of expressing them. If one publisher or editor objects, there 
are others. Mr. Low’s drawings helped tft sell the Evening 
Standard, and if Lord Beaverbrook had put his foot down, 
Mr. Low could have easily found another capitalist editor 
to publish Ills socialist cartoons. Is it reasonable to expect 
the same freedom if the whole industry is a state-owned 
monopoly ? Even those who are prepared to answer in the 
affirmative must admit that this is no more than a pious 
hope. On the other hand, it must be conceded that capitalism, 
as a matter of historical fact, has ensured such freedom. 

Any satisfactory policy is bound to involve more state 
intervention than before the war. But if the basis of 
democracy is to be preserved, the individual firm should 
continue to^enjoy great independence, and the allocation of 
resources shguld still, in the main, be determined by the 
pressure of consumers’ expenditure. Thus, subject to the 
verdict of its own balance-sheet, the firm should be left 
to act, if not witlj complete freedom, at least with far more 
liberty than is contemplated by those Socialists who advocate 
comprehensive planning. According to the lattef view, the 
state should make a survey of the resources available, decide 

* It may, of course, be necessary to censor the publication (fl) of 
extremely pornographic literature, (6) of state secrets, (c) of totalitarian 
propaganda. Apart from such cases, freedom should be allowed. A 
publisher’s receipts depend upon the public taste, and the profit or loss 
incurred may therefore be regarded as the r^ult of a democratic “ vote ” 
for or against the book. Some people may feel that the taste of their 
fellow-citizens is poor ; if so, they can try to improve it by persuasion. 
That is a very dijfferent matter from giving any committee of politicians 
or officials the tremendous power of deciding what shall be published. 
Such power may not be used wisely, and in the end it may corrupt those 
who use it. 
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out of its wis/iom what people need, and allocate the resources 
accordingly by means of controla A policy of this kind will 
be referred to hereafter as “ physical planning **, although 
I am aware the term is ambiguous and may be confused 
with town and country planning. It might be more appro- 
priate, if more offensive, to describe it as authoritarian 
planning, for it is foolish to suppose that the process can 
be subjected to democratic control even in a Parliamentary 
country. It is utterly impossible for Parliament to examine, 
understand and regulate in detail the intricate relationships 
within a developed economy. Indeed the Cabinet itself and 
the other Ministerial Committees find great difficulty in 
coping with even the major issues, and more and more 
authority must be delegated to officials. How the activities 
of the latter can be co-ordinated with sufficient precision 
to avoid serious loss and inefficiency is in itself a nice 
problem, and one to which, I believe, there is no satisfactory 
solution ; but in the present context what I wish to stress 
is that such planning involves pervasive executive rule which 
democratic institutions cannot control. Not only is much 
liberty of action in economic affairs taken away directly, but 
one is left with the gloomy feeling that in the longer run 
other freedoms will also be threatened. The threat will be 
durect in so far as dictatorial methods become necessary to 
settle major conflicts of interest which, although unavoid- 
able in any community, are much more obvious and are there- 
fore made into political issues under planning. It will be 
indirect in so far as the centralised control of affairs destroys 
the individualistic traditions, derived from a liberal economy, 
which have been the bulwarks of democratic government in 
the past. The process may be gradual, of course, but only 
the more insidious and dangerous for that reason. 

That socialism and planning may threateni democracy is 
slowly becoming recognised ; yet the fact remains that many 
people believe the new techniques to be so superior in 
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economic performance that they are prepared t^luctantly to 
incur the political risks. •Those who syess the political 
dangers may be right, but have they^any positive economic 
policy to offer ? Thus we return to the dilemma. It seems 
that a choice must be made* between efficiency and serfdom 
under socialism, and economic stagnation and liberty under 
capitalism. It is this bitter choice which^dismays so many 
students of affairs at the present time. Some may be 
sufficiently tough to admit that they can ^nd no solution, 
and since the economic forces seem so strong, they usually 
conclude that democracy is doomed. But this conclusion, 
whether true or false, is too gloomy to be generally accepted, 
and a somewhat watery cheerfulness keeps breaking through. 
It is more customary to suggest that there may be some 
other form of socialism, vastly different from the grinding 
despotisxn of the Communist state apd capable of com- 
bining economic efficiency with respect for the individusR. 
There are many who hold that the ideal should be “ demo- 
cratic socialism ” or “ planning for socialist freedom or 
some other high-sounding if dismally vague objective. Un- 
fortunately %uch problems cannot be solved by stating them, 
and it is difficult to regard these remedies as more than wish- 
fu] thinking. 

Up to a point it is possible to have greater respect for 
the intellectual donsistency of the Communists and their 
Fellow-Travellers ; they at least are prepared to ^dmit that 
Parliamentary democracy will be overwhelmed by the 
economic revolution which they regard as both inevitable 
and right. But beyond this point, respect must give place 
to suspicion as they proceed to elaborate what is surely one 
of the most curious sophisms of the present time. For they 
go on to claim that after all democraliy has been a bourgeois 
affair in the past and that the loss of our much-vaunted 
liberties will ifiake little difference to the proletariat. Indeed 
a considerable number of those who are in many respects 
anti-Communist are taken in by this most specious of argu- 
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ments. Nothing, in fact, could be more foolish than to 
suggest that the workers should barter. their freedom in 
exchange for mere promises about the greater equality of 
a Communist economy. On any showing, it is just this 
political freedom which has b*een the main safeguard of 
justice as between rich and poor, and it is to the derided 
Parliamentary system that so much of the workers’ progress 
has been due. ft Parliamentary restraints are undermined 
and criticism of the Government is treason, those who 
hold the key positions in the state will be able to dispose of 
their favour as they please, and soonef or later this unassail- 
able oligarchy will begin to enrich itself at the expense of the 
masses. Certainly the theories of Marx himself, if applied 
for a change to a Communist state, would lead one to 
anticipate serious exploitation ; and the proletariat would 
do well to think twice before it yields to the blandishments 
<5f those who long to become its dictators. 

It must be conceded that the bulk of the people do not 
take a constant and active part in cultural and political life 
even in democratic countries. The division of labour is 
rightly extended so far as to prevent it. It ffiust also be 
admitted that the small minority which doefr play such a 
part in these spheres of life does not always consist of 
those who are most suited to do so. The inheritance of 
wealth has affected the position, and pot always in the 
right way. But whereas matters have been much im- 
proved by democratic methods — free education, pro- 
gressive taxation and the like — and with the passage of 
time can be further improved along similar lines, they are 
scarcely likely to be altered for the better if no-one. is to 
enjoy the higher privileges of political and cultured life unless 
he sells himself, body* and soul, to the governing caucus. 
Nor is it a statement of fact that liberty of thought is of 
no importance except to the ruling class and a handful of 
intellectuals. It is impossible to accept for a moment the 
claim that the working man will lose nothing if he is no 
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longer able to listen to diverse views, to speak 4iis mind, to 
vote for whom he pleases «nd to sing the songs he likes.* 
The Communist conception of the state envisages a small 
group of party members governing a* vast herd of ignorant 
workers, who will be conteift to leave their thinking to their 
betters. Apparently it is not for the common man to decide 
what God he will worship or whether he will even worship 
at all. 

Liberty is precious and liberty is at least threatened by 
planning and socialism. There is no gainsaying these con- 
clusions and it woulH be very wrong to regard them as 
merely the outcome of academic controversy, an armchair 
dispute about freedom in a future state. This line of defence 
is taken up by those who point out, first, that the Labour 
Party does not intend to go very far and, second, that its 
leaders are sound Britishers, steeped in the democratic 
tradition. These are comforting assurances and it is alwaj% 
tempting to assume that we shall muddle through somehow. 
It is tempting, but it is also dangerous. 

With regard to socialisation, it is true that the policy of 
the Labours Government during its first post-war term of 
office was oftsecondary political importance, although it is 
disturbing to note that 4 million people now depend upon 
the state for their livelihood. But will the Labour Party 
ever feel that it lias done enough ? It is becoming clear 
that the more level-headed members of the party, such as 
Sir Stafford Cripps and Mr. Herbert Morrison, would 
probably •be glad to go slow, if only for administrative 
reasons, but it is more than doubtful whether they will be 
able Jo resist for long the pressure within their own party. 
In order to win support for a limited programme they have 
been obliged in the past to denounce private enterprise in 
general and to teach that the profit motive is always wrong ; 

* At the end* of the war some Russian sailors who had come into 
contact with the reactionary British were fiercely reprimanded by their 
masters .for sinking that decadent, counter-revolutionary, anti-dialectical 
song, ** There is a tavern in the town ! 
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it will not be easy for them, however much, they try, to 
convince their followers that capitalism is sometimes right 
and sometimes wrong. The inconsistencies of the Labour 
Party leaders are, of course, most apparent in the case of 
Dr. Dalton. He is no lover oPCommunism and no doubt 
he has a sincere belief in democracy. Yet he devotes most 
of his energy to preaching class-war and' to breaking down 
the psychologicar barriers against the dictatorship he fears. 
His petty hatred of the Conservatives is so intense that he 
is prepared to say things which strengthen the hands of all 
the more sinister elements on the Left with whom, as a 
democrat, he must have less in common than he has with 
the Conservatives themselves. No doubt Dr. Dalton is an 
extreme case, and in this, as in some other, respects it would 
betray considerable bias to describe him as typical of the 
party. Unfortunately, however, he is not entirely alone 
Jfhd unrepresentative. The Labour Party has released forces 
which it will find difficult in controlling,* however sincerely 
it makes the attempt, and it would be an exaggeration to 
describe its present efforts as strenuous and whole-hearted. 

With regard to personnel, there is no need to doubt that 
most, if not all, the members of the Labour Frt nt Bench are 
sincere believers in Parliamentary democracy and in civil and 
political liberty. They will not willingly subvert the tradi- 
tional constitution, but that they are preparing unwittingly 
for its subversion may well prove to be the case. The 
psychological consequences of their policy have already been 
stressed, but another danger must also be not<^d. It is 
quite possible that at some stage a more extreme faction 


* These difficulties have become apparent during the drive for greater 
production. For many years, 'Socialists have taught that profits represent 
exploitation and that only a fool or a toady would work hard to enrich his 

boss. After their accession to power in 1 900, the members of the Govern- 
ment underwent a rapid course of practical education and soon began 
to appeal for greater efforts even in private industry. No-one need have 
been suiprised at the disappointing result. To many of the rank and 
file, the Ministers appeared to have ** sold out ” to the capitalists, and 
ca* canny and absenteeism continued. 
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may occupy tJie Cabinet seats, whether as a result of internal 
feuds or because the old men, with their sounder instincts, 
have retired or died. This is the more litely because it is 
still probably true that a large number in the party prefer 
the extreme Left to the Conservatives or Liberals and 
would rather have an extremist at the Home Office than 
witness the brealf up of a Labour majority. If such a 
Government came into power, it would *find the road to 
totalitarianism far easier to follow if most of the staple 
industries were in public ownership and all the rest con- 
trolled by a planning executive. Planning and the nationalisa- 
tion of the staple industries may prove to be compatible with 
Parliamentary government for a considerable time, but every- 
thing depends upon the good faith of the Government to a 
far greater extent than would be possible under private enter- 
prise where economic power is so much divided. A change 
of personnel may prove disastrous and* everything tends tb 
hang upon a thread. For an economy which is already highly 
centralised is an easy prey to would-be dictators. 

There are dangers even more immediate than these. 
Those who hold that socialism is compatible with democracy 
rest their argument upon the assumption that socialism can 
be achieved gradually by Parliamentary means ; but there 
is *a grave danger that Parliamentary government may be 
severely shaken under the strain of the transition. A small 
but powerful minority of the population has come^to believe 
that the widespread nationalisation of industry will make 
possible 5n improvement in the lot of the common people 
which is unattainable by other means, and it is natural that 
those^ who hold this view with passionate conviction should 
regard their opponents as cynical and selfish reactionaries 
who must not be allowed to thwjftt the progress of the 
nation. One can understand such feelings, however much 
one may deplore the economic fallacy on which they are 
based. But it is more than doubtful whether, in such 
circumstances, Parliamentary government can operate at all 
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efficiently, if a party which is opposed to socialism comes 
into power, it is possible that its authority will be challenged 
by such unconstitutional means as political strikes. With our 
livelihood dependent oh exports, a few serious and prolonged 
strikes, cleverly engineered on ‘some pretext, could easily 
bring about nothing short of economic collapse ; the balance- 
of-payments problem affords a wonderful opportunity for 
sabotage, a fact Which is fully appreciated by those who 
take their orders from Moscow. In commenting on a recent 
dock strike, Mr. Herbert Morrison described how “thousands 
of men came out on strike at the call df a limited number of 
Communist plotters ”, and he went on to invite the dockers 

“ to assert their rights as trade unionists and to refuse any 
more to be fooled by irresponsible conspirators whose 
motive is to damage the economy of their country, to 
produce that chaos which they believe is the easiest way 
of facilitating violent revolution, and who are the servile 
agents of a Foreign Power 

The invitation is a wise one ; it has been given before and 
there are some signs that it is being accepteil. But one 
wonders how many of the leaders of the I^abour Party 
would protest in the same honest way against political 
strikes if a Conservative Government were in power. No 
doubt a few — including Mr. ‘Morrison* himself — would 
appreciate that the danger was still the same, but I suspect 
that the majority would hold their peace. Perhaps some 
would even encourage the saboteurs, while mdst of the 
remainder, quietly pleased by the discomfiture of their 
Parliamentary opponents, would allow “ these servile agents 
of a Foreign Power “ to go imrebuked. 

The external dangOx^ resulting from the socialist myth 
are no less alarming. In their attempt to restrain Soviet 
imperialism and preserve some remnant of liberty in Europe, 
the democratic countries are notoriously handicapped by the 
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existence of a large and vigorous Fifth Colump. Nothing 
can be done about its hard-lpiled leaders, apart from keeping 
them under the surveillance of the security departments 
and arresting them without hesitatioir when their treachery 
becomes dangerous ; but the Fellow-Travellers of the rank 
and file are a different matter. The German Fifth Column 
had no comparable support ; and without this large group 
of deluded followers, the Communists, although much more 
numerous themselves than their Nazi predecessors, could be 
dealt with easily enough. It must be recognised that many 
of these Fellow-Travellers are well-meaning, if foolish, and 
their attitude is understandable when one brings to mind 
what they have been taught, not only by their Communist 
friends but also by the leaders of the Labour Party itself. 
Exploitation, they have been told, is inevitable in capitalist 
countries, and the Soviet Union, where there are no 
capitalisls, must therefore be more eqnitable than, say, tli^ 
United States. Can it, then, be right for a Labour Govern- 
ment to side with the U.S.A. against “ the leaders of the 
Russian proletariat ” ? Furthermore, capitalism is inefficient 
and irratiomal according to the theories which Mr. Ernest 
Bevin, to ta^e an important example, has never explicitly 
denied. In dealing with Russia, Mr. Bevin 's robust common 
sense usually conquers the doubtful tenets of his economic 
faith, but he nee^ not be stirprised if some Socialists are, in 
their queer way, more logical and are half-hearted at best in 
their support of his policy. The facts of Soviet ag|gression in 
Poland, Czechoslovakia, Hungary, Greece and elsewhere are 
beyond dispute, but the eyes which view them seem so often 
to have lost the power to focus. It is felt that this can surely 
not \)e regarded as imperialism, for is it not a fundamental 
article of the socialist creed that imperialism and war are 
the outcome of capitalism ? Not only Lenin but a recent 
Minister of JFood has endorsed this view.* The Soviet 
Union cannot therefore be imperialistic ! 

* John Strachey, Why You Should be a Socialist, 
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Even thqse Socialists who are prepared to ^dmit that the 
U.S.S.R. bears little resemblance to the equalitarian society 
of socialist theory are still inclined to regard it as superior, in 
some usually undefined economic sense, to the capitalist 
countries of the West. It is appropriate to refer at this stage 
to Mr. Arthur Koestler because both his novels and his 
essays reflect so well the confusion and perplexities of erst- 
while comrades ^ho have now seen half the truth. With 
so much evidence before him, some of it derived from his 
personal experience, he has been forced to abandon the 
Soviet myth. He is still a Socialist*, but he Has had the 
courage to say that the state ownership of industry is no 
guarantee that society will be organised on humanitarian 
principles ; on the contrary, he emphasises that in many 
respects the Soviet Union is far more reactionary than the 
Western countries. In The Yogi and the Commissar he sets 
down a large number of facts and figures — which are in 
accord with the other evidence at our disposal — to show 
how completely the Russian ruling class has departed, in 
both practice and theory, from the socialist principles for 
which, in the eyes of so many foreigners, it is atill believed 
to stand. His own eyes have now been opened, but only 
partially so, for he claims that “ Russian state-ownership and 
planning is economically progressive compared with private 
capitalism ...” * 

Since liberty is so gravely threatened by socialism, both 
at home and abroad, it is sensible to consider more critically 
this basic proposition that state ownership and pervasive 
planning are necessary for economic progress. For if this 
propG|jition is false, we shall have escaped altogether from 
the dilemma ; freedom and progress will be compatible after 
all. Indeed the socialist case will have been destroyed if 
it can even be shown that the margin of economic superiority 
in favour of socialism is likely to be small : only a very wide 

' The Yogi and the Commissar, p. i88. 
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margin — invplving a contrast between hunger ^uid disease 
under capitalism and plenty under socialism — would justify 
the nation in incurring the grave risks to both liberty and 
equity which are the price of public ownership and centralised 
direction in economic affairs.* But it is possible to go beyond 
this. An unbiased scrutiny of the evidence leads, I believe, 
to the conclusion that there is no favourable margin at all. 
In general, it will be my contention that the Original dilemma 
with which we started is false. There is no need to choose 
between liberty and progress, and this is so not because 
wholesale planning arid socialism can be reconciled with 
liberty, but rather because private enterprise is more pro- 
gressive economically as well as politically. 

In some respects it will certainly be necessary for the 
state to intervene to a greater extent than was customary 
before the war. Latsser-fatre is dead and there can be very 
few whoVould welcome its resurrectiofi. But it is neither* 
necessary nor desirable to abandon private enterprise or to 
dispense altogether with the flexible mechanism of the 
market. 
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PROGRESS UNDER CAPITALISM 

A “ PROGRESSIVE ” policy has come to mean nowadays one 
which involves an extension of state* control. Indeed the 
adjective “ progressive ”, which is so charged with emotional 
significance, has been virtually annexed by the devotees of 
socialism and physical planning. That this should be so may 
seem surprising to future historians, who will note that in 
spite of all the evils wrought by the state in Germany, Italy, 
Russia and Japan, i& worship is still regarded as a* peculiar 
sign of grace by large numbers of high-minded people in 
the democratic countries. They may remark upon the odd 
fact that this laudatory adjective can still be applied without 
inviting ridicule even to Communist dictatorsfcips unless, 
indeed, the “ progressive ” forces have won afid historians 
can no longer comment freely about anything at all ! Be 
tlys as it may, it would certainly have astounded Adam 
Smith and his followers to learn that, after a period of 
unprecedented progress, private enterprise would be dubbed 
incompetent and reactionary. In their day, the progress- 
ives were those who sought to free the economy from the 
shackles of the guild and the mercantilist state, and to re- 
lease the tremendous force of individual initiative. It ^ may 
be, of ^urse, that the classical economists were wrong — un- 
doubtedly they neglected some of the worst evils of lamer- 
faire. Or it may be that, although they were once broadly 
right in their own time, conditions have changed, and what 
was then progressive is now reactionary. That is the central 
question with which this book is concerned, but first of all 
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it may be well to recall how much was in fact achieved under 
private enterprise and how far the classical economists were, 
therefore, in the right. 

That we are in danger of forgetting*the speed and magni- 
tude of economic development may be largely attributed to 
the tendency of most novelists and some historians to con- 
centrate attention fipon the evils of the early industrial era. 
No-one who has read the works of DickenS and Disraeli, or 
the more sober but no less disturbing accounts given by Mr. 
and Mrs. Hammond, can look back to this period without 
feelings of horror. If*the picture is a little unbalanced, the 
great authors need not be blamed unduly on that account. 
When Dickens and Disraeli were writing their novels, it was 
appropriate to emphasise the sombre colours in the hope 
th2Lt some at least of the more bitter cruelties of the time 
might be removed. The philosophers of laisser-faire were too 
well entrenched, and there was altogether too much smug' 
ness and self-satisfaction to warrant any fear that the brighter 
side of economic development would not be appreciated. 
Even later writers, such as the Hammonds, were also 
justified, fo^they wrote at a time when the case for action 
by the state was still inadequately recognised. Today it is 
a different story. The need for a change of emphasis is 
apparent and writers who follow the older example need ngt 
delude themselve?i with the* belief that they are performing 
a useful social function. To correct the present bias, which 
is tending to deflect us from a sane solution of our current 
problems,* it is therefore necessary to recall two facts which, 
if they are obvious, are often forgotten : first, that great 
progress was made under private enterprise ; and second, 
that the main, though not the only, cause of poverty' in the 
capitalist economies of the past was the scarcity of goods. 

The first achievement to note is the prevention of famine. 
When Malthus wrote his Essay on Population in 1798 it 
seemed to him virtually inevitable that the growth of popula- 
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tion would outstrip any expansion of agricultural output on 
which it was reasonable to count. Continence might avert 
disaster, but in^ts absence a high death-rate, due to under- 
nourishment or downright starvation, could scarcely be 
avoided. In such circumstances the earlier economists felt 
that many well-meaning attempts to improve the lot of the 
poor might prove to be futile, because thfi consequent growth 
in numbers wodld soon drag them back to their miserable 
starting-point. These were harsh things to say and Malthus 
has been denounced repeatedly as a cruel, cold-blooded 
reactionary who could regard with indifference the sufferings 
of the poor. It must be conceded that his arguments were 
used by the opponents of social reform and probably did a 
good deal of harm ; but it is fair to add that the other side was 
usually sentimental rather than scientific in its philanthropy. 
Today, with the problems of Asia in our minds, we are 
•perhaps inclined to*give Malthus a more respectfuf hearing ; 
he may yet be vindicated. In the West, however, the 
Malthusian predictions have so far been falsified by events ; 
and this has happened not because Malthus was wrong in 
supporting private enterprise, but because he faited to foresee 
the enormous economic expansion which tools place during 
the great century of capitalism. At a later stage, rismg 
^andards of life were accompanied by a falling birth-rate, 
but the fact remains that a vast increase* in population did 
occur without disaster. By the middle of the nineteenth 
century tlie population of Great Britain was about twice 
what it had been when Malthus wrote his Essay, ^nd by the 
outbreak of the First World War it had quadrupled. For 
the world as a whole, it has been estimated that popujation 
increased by over loo per cent between 1750 and 1900. 
Even the most optimistic of Malthus* opponents could 
scarcely have envisaged such a development. 

The achievement would have been remarkable enough 
even if the standard of life had been no more than main- 
tained, but in fact it was raised substantially at the same 
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time. A few, moments* unbiased reflection will bring to 
mind many instances of improving conditions, and such 
general impressions are confirmed by wh&t statistics are 
available. Admittedly, calculations extending far back into 
the past are extraordinarily* diflicult. Lack of data and 
difficulties of logic prevent any precise comparison, but some 
broad statements c^n be made. According to the most 
recent estimates,^ the National Income of the United 
Kingdom had by 1338 increased to three and a half times 
the level reached in 1870, when an enormous expansion 
had already taken place since the beginning of the century. 
Such figures provide an indication of the growth in the 
productive power of the nation and scarcely support the 
view that capitalism implies stagnation. Population also 
increased, but not so fast as income, with the result that 
average income per head rose to about two and a quarter 
times its Tormer level over the same peViod. Nor did the* 
working class fail to share in this progress. Between i860 
and 1914, real wages were roughly doubled, i.e. average 
money wages would buy about twice as much.^ The advance 
continued dwing the inter-war years and, broadly speaking, 
real wages ros<| by a third between 1914 and the outbreak of 
the Second World War. Over these years, hours of work were 
stea*dily reduced, so that the figures above do not adequately 
reflect the rise in output pel* man-hour which was roughly 
trebled between the i86o’s and the late 1830’s. Thus leisure 
increased as real wages rose and the authors of the Communist 
Manifesto »were sadly in error when they said that “ the 

* A. R. Prest, “ National Income of the United Kingdom, 1870- 
1846”, Economic Journal, March 1848. The national income may be 
defined* as the sum of all net incomes in the country, and must,^not be 
confused with the budget. The former is necessarily equal to n^‘ value 
of output plm any net unearned income fjom overseas. The above 
figures and those which follow have been corrected for changes in prices. 

The changes in Mr. Prest’s indices of total national income and 
income per head have been plotted in Chart i. The author is indebted 
to Mr. Prest and to the Secretary of the Royal Economic Society for 
permission to use these figures. 

* Cf. Bowley, Wa^et and Income in the U.K. since i860. 


23 



MODERN CAPITALISM AND ECONOMIC PROGRESS 


modem lalv^urer . . . instead of rising with t)ie progress of 
industry, sinks deeper and deeper below the conditions of 



Net National Income of the United Kingdom, 

(1900 = 100) 

existence of his own class. He becomes a pauper and pauper- 
ism develops more rapidly than population and wealth.^* 
The statistics for the United States are still more remark- 
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able. Under private enterprise, without socialism or the 
aid of central planners, sh^ developed from a small group 
of settlements into the foremost industrifil nation in the 
world. In the ig3o’s total national output was about eight 
tim^ as big as in the iSyois, and although there was also 
a vast increase in population, income per head was nearly 
trebled.* A creditable record for “ chaotic laisser-faire ” 1 
Karl Marx himself was much impressed by the past 
vigour of the capitalist economies, but he felt that their 
strength was beginning to wane and complete collapse could 
not long be postponed. His prophecy has become an 
article of faith among his followers and it may be urged 
that the facts given above have long ceased to be relevant. 
The failures and mistakes of the inter-war period are familiar 
enough, but British industry was then confronted with 
structural difficulties which would have severely taxed the 
economy, however much it had been planned. In view of 
these obstacles, the progress between 1324 and 1838 which 
raised income per head by over 25 per cent was a far from 
contemptible achievement. Before the war, productivity was 
increasing om the average at the rate of 1^ per cent per annum, 
which implied a doubling of output per head in less than half 
a century. If manufacturing industry alone is taken and pro- 
ductivity calculated, the rise is even more impressive. Before 
the outbreak of the Second World War, the man-hours in 
manufacturing industry in the U.S.A. required to produce 
a given quantity of goods were only one-third the amount 
required at the beginning of the century 

At one time it may have been tempting to say that these 
rates of progress were too slow, but the temptation is a 
little less strong today when we are struggling not so much 
to raise the standard of living as to prevent an absolute and 
catastrophic decline. 

* S. Kuznets, National Income, A Summary of Findings, p. 32. 

* S. Fabricant, The Relation hetioeen Factory Employment and Output 
since iSgg, National Bureau of Economic Research. 
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Unfortunately, estimates of this kind fail to reflect one of 
the main features of economic progress. Technical develop- 
ment consists of a great deal more than the improvement of 
productive methods in old industries ; it brings with it a host 
of new things which were not available at all in the p^t — 
such as steamships, railways, motor-cars and electricity. The 
importance of such changes in the coniposition of output 
cannot be reflected by global statistics, and the same is true 
of the great but intangible gains derived from abolishing the 
worst evils of the early factory system. With the passage of 
the Factory Acts, the development of public health services, 
the introduction of social insurance and the revolutionary 
changes in taxation, social life was transformed. That this 
was done is surely a tribute to capitalist democracy, but it is 
one which is too rarely paid. On the contrary, by a remark- 
able feat of intellectual legerdemain, it is more customary to 
pick out the early hardships as though they were a con- 
demnation of modern capitalism from which they have been 
largely removed. That this implication is so often accepted 
without question must be regarded as the supreme tribute 
to the skill of the propagandist school of historiaris ; and it is 
almost necessary to point out that children of six no longer 
labour at the bench and that, even before the Coal Board 
took over, coal was not transported underground by half- 
naked women on all-fours.* Some of the reforms, it is true, 

* Cf. the similar complaint by Professor Sargant Florence in Britain's 
Industrial Future : “ Indeed I deplore the vivid teaching of economic 
history of the industrial revolution, particularly trade-unio:. history of 
the late eighteenth and early nineteenth centuries, up to the point where 
audiences think that the past are the present conditions. With their 
leaders in this Workers’ Educational Association dream (or rather night- 
mare) world, it is no wonder that the rank and file still think that capitalist 
profits and invisible exports are inexhaustible, and that high profits wherever 
they do appear can only mem the exploitation of labour.” (P. 201.) 

It may be added that the teaching of economic history in many schools, 
including some of the public schools, seems to be as unsatisfactory as 
much of the W.E.A. teaching. The pupils are often jeft with two im- 
pressions, both false : first, that the industrial revolution increased the 
poverty of the workers ; second, that this is a reason for abolishing 
private enterprise today. 
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were carried put by the state and may be described as the 
early achievements of planning. But it was not planning of 
the kind which is so hotly debated today ; it did not involve 
the abolition of private enterprise aAd the price system, 
whidi are quite compatible iwith a certain amount of state 
intervention and certainly do not imply extreme laisser-faire 
— that dismal coi^se which is still thrashed with such 
monotonous regularity by those who call themselves the 
intellectual leaders of our times. 

It is an arduous business to try to correct a popular bias 
and to destroy a myth which has become so generally accepted 
as to be almost taken for granted. An endless string of facts 
may be quoted to show that the capitalist era, for all its faults 
and failures, has witnessed an unprecedented increase in 
material well-being, but such statements are liable to be met 
with two objections, sometimes made by the same people 
although they are mutually contradictory. 

It may be pointed out that material progress is not every- 
thing and that the economic development of the past two 
centuries hafc destroyed much that was precious and offered 
in return a ^T^ary civilisation, in which sewers are valued 
more highly than poetry and fast cars preferred to the beauty 
of an unspoilt countryside. The objection is a weighty oqp 
and must be respected. It i§ certainly not for the economist, 
when speaking professionally, to take sides in such a dispute 
and reject out of hand the ideals of such opponents of 
industrialisation as Gandhi or Eric Gill. As a private 
citizen, he may hold and express strong views, but it would 
be wrong to imply that a conclusion either way can be 
derived from economic analysis. Economics is of use in 
clarifying the alternatives and counting the costs of different 
courses of action, but happily the dismal science has its 
limits. It must be emphasised, therefore, that economics 
does not rest upon a materialistic philosophy; when the 
economist points to the fact that income per head in 1838 was 
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more than (wice as great as in 1870, he should not be taken 
to imply that happiness or welfare in some more ultimate 
sense had incre^ised correspondingly or had even increased 
at all. He means no more than he says : that an index of the 
amount of goods and services which could be purchased had 
gone up by this amount. If the ascetic replies that riches 
are a snare, no rejoinder need be sought in economic science. 

The economist, however, if he can do no more, can at 
least perform the humble role of pointing out that one 
cannot have it both ways. It may be that we should have 
remained a primarily agricultural country, but it is by no 
means clear that the implications of this argument are ever 
accepted. It may have been folly to build factories and buy 
food with their produce, although it is doubtful whether 
those who had experienced the Irish famine would have 
agreed. Much was certainly lost in the development of the 
<new economy. The expansion was so rapid that there was 
little time for the growth of a satisfactory community life 
in the new and ugly towns, and it has been held that the 
spiritual loss, rather than the material hardship, was the 
main cause of the discontent of the Chartist period.* No 
doubt there is much truth in this, but it is difficult to see 
what could have been done, apart from a crude attempt to 
slow up the building of new factories ; for the development 
of community life takes time and must be largely spontaneous. 
Perhaps the state should have called a halt and faced the 
material loss. Neither the historian nor the economist can 
say ; but the former can point out that there was no Golden 
Age in the past, and the latter is fully justified in rapping 
the knuckles of those who, while complaining that in- 
dustrialisation was too rapid, yet bewail the low level of 
material production. 

“ The central problem of the age writes Professor 
Ashton in his authoritative survey ,2 “ was how to feed 

* Cf. J. L. and Barbara Hammond, The Bleak Age, 

* The Industrial Revolution^ 1760-18 30 , p. 161. 
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and clothe jgid employ generations of children putnumber- 
ing by far those of any earlier time. Ireland was faced 
with the same problem. Failing to solve !t, she lost in the 
’forties about a fifth of her people by“ emigration or starva- 
tion and disease. If England had remained a nation of 
cultivators and craftsmen, she could hardly have escaped 
the same fate, Snd, at best, the weight of a growing 
population must have pressed down the spring of her 
spirit. She was delivered, not by her rulers, but by those 
who, seeking no doubt their own narrow ends, had the 
wit and resource to devise new instruments of production 
and new methods of administering industry.” 

The second set of critics are those who refuse to be 
impressed by such achievements as the doubling or trebling 
of income per head over seventy years. In a planned 
economy, we are told, far more than ‘this could be done? 
and scarcity would soon be abolished. Admittedly such 
claims are becoming a little less frequent ; for the planners 
are in power and are learning what scarcity means. The 
leaders of tihe Labour Party have certainly changed their 
emphasis, and their former statements seem rather foolish 
today. But the old beliefs are still held to a surprising 
extent among the rank and file of the party, who feel th^t 
if scarcity still exists, this is because we have not planned 
and nationalised enough or because the Labour leaders 
have “ betrayed the workers’ cause ” ! 

The silbsequent chapters of this book will contain much 
criticism of the view that comprehensive planning and 
socialisation are desirable from the point of view of economic 
efficiency, and will thus incidentally meet the argument that 
the rate of progress under capitalism has been relatively 
unsatisfactory. For the moment, however, it will suffice to 
note that the Soviet Union has done little to put the capitalist 
economies in the shade. Before the war the U.S.S.R., with 
an income per head little more than a quarter that of the 
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U.S.A., w^s far behind the leading capitalist countries. 
When this disconcerting fact » forced upon the unwilling 
attention of the ‘Communists, it is usually “ explained on 
the ground that Russia was a poor and backward country 
when the Revolution occurred and that time is required 
before output can be expanded to reach a satisfactory level. 
The explanation has much validity, although it is easy to 
neglect the extent of industrial development even under 
the Tsars. But it is reasonable to complain that the same 
explanation is rarely mentioned by the Left in discussing 
the causes of poverty in capitalist 'countries even in the 
nineteenth century. The hardships of the poor are normally 
attributed to nothing more than the rapaciousness of the 
ruling class, when a glance at the statistics would show that 
the lack of material resources was a more fundamental cause. 

Although full allowance should be made for the un- 
favourable starting-point, it might be expected from all the 
claims put forward that at least the rate of progress in the 
U.S.S.R. has been quite remarkable. The expectation is 
not fulfilled. The Revolution was followed by a terrible 
period of chaos and famine, a grim warning tO those who 
favour violent means. Subsequently something like pre- 
war prosperity was recovered during the N.E.P. period, when 
private enterprise was given a chance for a time in some 
sectors of the economy; but ‘income per head dropped 
sharply once more during the confused years of the first 
Five-Yea/ Plan. According to Mr. Colin Clark,* it was not 
until the late ’thirties that the Tsarist level of cAitput per 
head was once more reached and then surpassed. It would 

* Colin Clark, The Conditions of Economic Progress ^ table opposite p. 
148. Mr. Clark’s estimates for the U.S.S.R., the U.S.A. and the U.K. have 
been plotted in Chart 2. The author is indebted to Messrs. Macmillan 
& Co. for permission to use the data. 

The figures relate to output per head of the “ working population ”, 
which consists of those who are at work plus the unemployed. Those 
who are not normally employed for gain {e.g. housewives who remain 
at home) are not included in ” the working population This is the 
usual statistical convention. 
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be foolish to revert to the once fashionable belief that the 
Soviet economy is ramshackle and incompetent ; but it is 

CHART 2 

US. A. U.K. Russia 



Income Produced per Head of Working Population 
(International Units) 

clear that the progress achieved has not been remarkable 
when judged by capitalist standards. Furthermore, some 
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of the mudv- vaunted developments, in particular in the more 
remote areas, have been accomplished only with the use of 
forced labour. On the other hand, in California — to take 
an example from the free world — manufacturing output 
was increased by 70 per cent between 1319 and 1829. 

Comparisons between countries are notoriously difficult 
and must not be pressed too far ; but if is noteworthy that 
the percentage increase in income per head in both the 
U.S.S.R. and the United Kingdom was the same between 
igi3 and 1838. One difficulty in such comparisons lies in 
the fact that the two countries were at a very different stage 
of development. Generally speaking, a country which was 
rapidly industrialising might be expected to show a greater 
increase in output per head than a more mature country, 
and Russian development over these twenty-five years may 
be compared with British development between, say, 1870 
*ind 1895. If this istlone the contrast is all the more* striking. 
Income per head in the United Kingdom rose by more than 
60 per cent during the earlier period, as compared with a 
rise of about 25 per cent in the U.S.S.R. between 1813 
and i837« 

The Bolsheviks, it is true, had to make gofid the ravages 
of the war and of the Revolution, and it may be held that 
special allowance should be made for these facts. I’he 
argument is valid up to a point, but two considerations 
should be borne in mind. First, the United Kingdom was 
also obliged to face a period of difficult adjustment as a result 
of the war ; and if she suffered little physical dtstruction, 
she was far more vulnerable to adverse developments over- 
seas. In the second place, it may be doubted whether, in 
judging the performance of the Bolsheviks, they can be 
partially excused because of the consequences of their own 
Revolution. Communist policy implies violence and revolu- 
tion as the necessary means to a world of premised plenty, 
and one of the most powerful arguments against it and in 
favour of “ gradualism ”, or social democracy, is that 
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economic life will be disrupted and much will be destroyed 
in the process. The second /amiliar excuse is no more con- 
vincing. The Communists claim that the Soviet Union had 
to struggle forward in face of the hostility of the capitalist 
world. If what is meant is«the early foreign intervention, 
then it may be concluded that an economy which took two 
decades to get overmuch half-hearted proddings was remark- 
ably lacking in resilience. If it is rather implied that she 
could have done with more imports, then the argument 
must be accepted, although the Soviet Union is, of course, 
far more self-sufficient than the United Kingdom. Large 
imports obtained on credit would certainly have helped, but 
she could scarcely expect much assistance of this kind in 
view of her repudiation of debts incurred before the Revolu- 
tion. In any case, it is a little dangerous for Communists 
to complain about the lack of foreign credits. Has not Lenin 
taught that such lending represents %he last attempt oi 
decadent, capitalist countries to keep themselves going by 
the ruthless exploitation of backward peoples ? If the Soviet 
Union could have benefited by such loans, perhaps India 
and Argentina have also derived some advantages from the 
railways whicj^ the British financed ; and it may be that the 
Brazilians have not suffered after all from borrowing dollars 
to ‘equip their industric:,. This line of thought is clearly 
treacherous and h|d better be dropped ! 

In general. Communists can scarcely resent a comparison 
of income per head in 1838, when the dictatorship of the 
proletariat had been established for twenty years, with income 
per head in 1813 or in any year of the old Tsarist regime. 
But since the comparison records a rate of progress which, 
if substantial, is not spectacular by capitalist standards, it is 
always open to them to repeat th^ claim that they were 
handicapped by the war and the Revolution and to promise 
that much greater things will be done in the future when the 
losses of the Second World War have been made good. 
Perhaps such prophecies will be fulfilled ; but to invite 
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support on this basis is a very different matter from claiming 
that all records have already b^en smashed. The argument 
must be conducted on a different plane and will rest, not on 
statements of accomplished facts, but on a general analysis 
of the relative merits of private enterprise and Communist 
planning. That such arguments are far from convincing 
will, I hope, be shown later, Meanwliile, the claim that 
capitalism has been progressive has been sustained. 

In spite of the great economic development of the last 
two centuries, the world was still desperately poor when it 
was plunged once more into the waste and fury of a great 
world war. The United States had about the highest level 
of income per head in the world, but in 1337 this amounted 
to only $1400 or ;£28o per person in the working population. 
For die United Kingdom the figure was under £240 in 
J838. According to Mr. Colin Clark’s calculations for 
1325-34, only about one-tenth of the world’s population 
received incomes over £200 a year.* 

“ Oft-repeated phrases ”, he writes, “ about poverty in 
the midst of plenty, and the problems of production having 
already been solved if only we understood tRe problems of 
distribution, turn out to be the most untruthful of* all 
modern cliches.” ^ 

There is still a strong tendency to challenge such hard 
and unassailable facts. The memories of surplus wheat on 
the prairies and of coffee burned in Brazil still remain and 
have a quite disproportionate effect on public opinion. The 
world would have been wealthier if these surpluses had been 
used and wealthier still if the unemployed had been set to 
work. But not so much, wealthier as to invalidate Mr. Clark’s 
statement. These matters must be considered in quantitative 
terms ; a few hundred thousand tons of coffee and wheat 

* Colin Clark, The Conditions of Economic Progress ^ p. 57. 

* Op, cit. p. 3. 
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or 10 per cent more employment in the industrial countries 
would not have abolished want. More attention will be 
devoted later to these problems of apparent “ over-produc- 
tion and to the appropriate remedied. For the moment, 
however, I wish to draw a clear but important moral from the 
fact that output still remained low. 

It has been suggested at the beginning of this chapter 
that the main cause of hardship and poverty during the 
capitalist period was the lack of goods to go round. That 
this was so can be seen at once by comparing the statistics 
for income per head whh those for average wages. In 1886, 
for example, the average earnings of a male worker were 24s. 
a week as compared with 29s. for average income per head.* 
The latter figure is calculated by dividing the value of all 
the goods and services available to the nation by the number 
of people in the working population. The resulting figure 
exceeds, *of course, the amount available per head for con-« 
sumption ; deductions should be made for investment in 
capital goods, for overseas lending and for the goods and 
services used by the state. If such adjustments were carried 
out, the g 3 .p between wages and average consumption per 
head would Ijp quite modest, which shows that, although 
inequality was of some importance, the Victorian economists 
were right in prescribing hard work and thrift as the morjp 
important remedie* for wanf. 

Admittedly this is a gloomy doctrine. The social novelist 
finds it more attractive to contrast the misery of the workers 
in a factofy with the wealth of their employer, and neither 
he nor his readers are wont to reflect that the workers were 
many and the employer but one. The sentimental reformer 
finds it comforting to believe that, even today, it is only 
necessary to fleece the rich and plan the economy. How 
simple it would all be if he were right ! 

* Cf. A. L. B^wley, op. cit., and A. R. Prest, loc. cit. Mr. Prest’s 
figures relate to income per head of the total population, and an approxi- 
mate adjustment has been made to obtain the above figure which relates 
to the working population. (Current prices.) 
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So much by way of a background sketch. .The capitalist 
economies have proved to be strongly progressive in the past 
and this should not be forgotten when discussing the appro- 
priate policy for the* future. But it does not follow from 
this that the older mechanisms ^re still the most appropriate. 
New techniques have been developed since the outbreak of 
war which may be at once more powerful and more flexible 
in their operation than market forces. New problems have 
emerged — above all the problem of paying for our imports 
in spite of the losses of the war — and these may require 
vastly different methods for their soMtion. 


3b 



CHAPTER 3 

THE ECONOMIC PROBLEM 

Economics has always been concerned with the lack of 
resources available to* meet the diverse and apparently 
insatiable needs of human beings. Scarcity is an essential 
feature of economic life ; without scarcity there would, 
indeed, be no economic problem. This statement may 
appear to be platitudinous today ; but before the war, when 
the myth of a world of plenty was so widespread, it was a 
different Inatter, and in the eyes of many people the emphasis# 
placed on scarcity by professional economists appeared to 
be ghoulish and absurd. They were practitioners of “ the 
dismal science ” who would not raise their eyes and look 
at the unbounded possibilities which lay within such easy 
reach. ^ 

That such optimistic views should have persisted although 
the* facts were easily obtainable, and indeed obvious at ^ 
moment’s reflectioH, is a tribbte to the romantic rather than 
the scientific qualities of the human mind. The figures 
presented in the preceding chapter afford some indication 
of the poverty of the world even before the war and the 
lack of resources is apparent enough today. Of course there 
may be great increases in productivity, perhaps as the result 
of atomic developments ; but it is still necessary to assume 
that scarcity will remain an essential feature of social life for 
as long a period as anyone need consider. For although the 
supply of goock and services may increase, the desire to use 
them and the various possibilities of doing so are likely to 
grow at the same time.- The unemployed British worker in 
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the ’thirties. was well off as compared with th^ Indian coolie, 
but by our standards he was im desperate straits. As com- 
pared with their Russian comrades, American workers have 
reached the dizzy heights of plutocracy, but they are far 
from being content. Scarcity^is relative to human desires 
and for that reason it must continue. 

Scarcity alone would give rise to nrf problem of choice 
but for two other facts.* First, the scarce resources can 
normally be put to different uses ; and second, human desires 
are of varying intensity. Much of economics is concerned 
with the implications of these three fects taken together and 
it is for this reason that it has been termed “ the logic of 
choice The desires which it takes as its data may be 
spiritual or materialistic, aesthetic or vulgar, selfish or altru- 
istic. Strictly speaking, economics has nothing to say about 
the worthiness or worthlessness of these desires. It is con- 
cerned with discovering the principles by which *the most 
can be made out of what is available ; for this reason it 
deals with an aspect of all human behaviour rather than a 
compartment of life, although it is true that applied economics 
refers in the main to the problems of choice erfbountered in 
the market place, or in the committee room^of the central 
planners. 

These fundamental propositions are the stock-in-trade 
of the professional economist. * They may appear remotely 
academic but deserve, none the less, to be stated in a formal 
manner, because they indicate the nature and importance of 
the costs which must be met and should be minimised 
under any form of economic organisation. Admittedly it is 
not popular to talk about costs, and to say that some project 
is too expensive is to run the risk of being dubbed reactionary. 
This attitude developed not unnaturally during the inter-war 
years when there was a substantial amount of unemployment 
and it would have been possible to have had more of some 
things without having any less of other things. That is 

* Cf. Robbins, The Nature and Significance of Economic Science. 
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to say, we wer^ making such a bad use of our scarce resources 
that some were not being used at all. Even then the problem 
of choice was only concealed, not removed, bn the average, 
the supply of goods and services in this country might have 
been increased by about one-tenth if it had been possible to 
achieve what Lord Beveridge has defined as full employment. 
But although only a6out nine-tenths of our fully employable 
labour was used, the employment of the extra tenth would 
not have gone very far towards removing scarcity ; and it was 
also of great importance to ensure the proper distribution 
of the other nine-tenths. 

At the present time, with full employment, some of the 
basic facts are more obvious, but costs are still suspect and 
tend too frequently to be regarded as meaningless and 
irrelevant, the dreary symbols of a monetary age which is 
past. Yet costs should be regarded as sacrificed alternatives. 
The cost* of building a highly desirable laboratory is the* 
sacrifice of, say, a highly desirable hospital which might 
otherwise have been built. In short, the economist is con- 
stantly saying that you cannot have your cake and eat it, 
and if he is thought to be a dull dog who merely repeats the 
obvious, it is aj^ays open to him to reply that if the obvious 
were not so often neglected he would be content to hold his 
peace. 

The propositions that costs are sacrificed alternatives is 
admittedly platitudinous, but the next questions which arise 
require somewhat more complex answers. First of all, how 
can the vafl*ious alternatives be evaluated ? How are the 
costs to be measured and by what principles should it be 
decided that one course of action is desirable rather than 
another ? Second — and this is even more difficult — how 
can these principles be most successfully applied in a 
complex society with an elaborate and bewildering division 
of labour of the kind with which we have to deal ? Or, to 
approach the matter from the other side, what criteria can 
and should be applied in*judging either the efficiency of exist- 
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ing economic institutions or the desirability pf some of the 
changes which reformers recommend ? 

Rational accounting is possible only if there is some 
common denominator in whidh to express the demand for 
each commodity and its cost of production. Money has per- 
formed this function in the past and it is surely true that 
monetary quantities must still be regarded as the most 
appropriate guides to action. For example, it is dangerous 
and misleading to calculate efficiency in terms of output per 
man-hour and much loss would be •involved if such crude 
and partial calculations were allowed to determine public 
policy with regard to the equipment of industry. Other 
costs, such as the use of scarce capital, must be included, and 
their inclusion is possible only in terms of a common 
denominator. Now if this statement is accepted, the practical 
consequences are df great importance ; for it follows that 
what is called “ physical planning ” is liable to result in serious 
error. The man-power budget, which has become the latest 
plaything of the intellectual Left, deals with only one factor 
of production which is, moreover, by no lAeans homo- 
geneous. The same is true of raw materials. ^ At some stage 
it is necessary to add together these different costs, and 
socialist planners are usually prepared to agree that there 
should be a financial plan as* well as a series of physical 
plans. This admission is all very well, but which plan is to 
take precedence } If it is the financial plan, it is doubtful 
whether the physical plans are more than an imnecessary 
administrative encumbrance. If — as is often asserted — 
the physical plans are to be regarded as the more important, 
it may well be asked whether the monetary accounts will 
have much real meaning. Prices and costs are likely to be 
highly artificial in such an economy, and even if accounting 
records in terms of money are prepared, •it is doubtful 
whether the results they yield in such circumstances afford 
a sufficiently reliable guide. Clearly 'it is of great importance 
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to ask how prices and costs should be determined. 

First, take the case of coitsumer goods v^hich are already 
produced. The economic problem is to distribute them in 
such a way as to maximise satisfaction ; and under the price 
system consumers are left ^ree to bid for them on the 
market. It is the j^rice, in such circumstances, which acts 
as the rationing instrument. Some economists have devoted 
much time and effort to the study of how the rational 
consumer should behave, and their hypothetical construc- 
tions are no doubt of some value. In the main, however, 
their reasoning has been very abstract and the unreal nature 
of many of their assumptions is so apparent that students 
are sometimes inclined to brush aside such ingenious toys 
as “ indifference curves ”, and with them to discard the 
whole philosophy of consumers’ sovereignty. Whether or 
not the first step is wise, the latter is certainly foolish. The 
case for allowing freedom to the consumer does not rest 
upon the doubtful conclusions of mathematical economics 
but upon certain broad propositions which must surely 
be accepted by anyone who claims to follow in the demo- 
cratic or Christian traditions. To begin with, it can be 
said that in the main the individual knows his own pre- 
fer^ces best. There is mdeed much conceit and megalo- 
mania behind the opposite proposition that these matter* 
should be decided for him by the god-like omniscience 
of his betters in Whitehall. No-one would claim, of course, 
that consumers’ freedom should be complete. Vhe free 
sale of dangerous drugs must be prohibited and, more 
important, indirect taxation and subsidies will fall unevenly 
on various forms of consumption and alter its composition 
accordingly. It is also true that there is a large group of 
goods, such as armaments, which cfm only be used com- 
munally. Finally, freedom must be curtailed in what 
has been described as a “ siege economy ”, such as the 
British economy in war-time. To this and to the allied 
problems of inequality we shall return in subsequent chapters. 
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But that there should be a strong bias in favour-of consumers* 
freedom with regard to everything which is privately con- 
sumed, can be stated as a first principle. By and large the 
consumers are the best judges of their own needs and the 
exercise of such freedom is in itself a good. Here, as else- 
where, liberty is the prerequisite of moral action and the 
enjoyment of such liberty also affords much satisfaction. 
Even the U.S.S.R. has apparently accepted the principle 
that prices are the best and most flexible method of dis- 
tributing consumer goods. As soon as the Russian Govern- 
ment felt it was practicable they abolished rationing — and 
it should be noted that the economic conditions in which 
they did so were far worse than those in this country at any 
time since the end of the war. 

The sceptics who see little good in consumers* freedom 
should contemplate the results of comprehensive rationing. 
Even in war-time this was never attempted, not even with 
regard to all foodstuffs. The specific rationing of tinned 
meat, salmon, breakfast cereals and other goods which were 
in fact made available on points, would have resulted in 
much discontent and finally in administrative'' breakdown. 
When the war ended it was desiraljle to wider- gradually the 
range of goods from which consumers could choose at will 
«ntil the distribution of goods was determined once more by 
the old-fashioned kind of “ points ’* — pounds, shillings and 
pence. Unless there is reason to anticipate a heavy counter- 
vailing loss due, say, to much greater inequality which cannot 
be prevented by other means, consumers* freedonf should be 
regarded as a primary objective of policy. This conclusion 
does not depend upon any unreal assumption to the effect 
that consumers have perfect knowledge and act with 
complete rationality, it owes nothing to the finicky con- 
structions of the mathematical economists and it remains 
fundamentally unshaken by the assaults of 'critics such as 
Veblen. It is based on common sense and holds true 
whether productive capital is in public or private hands. 
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Whatever case there may be for central planning in other 
sectors of economic life, the^ is no case, except in. times of 
acute crisis, for the planning of personal consumption by the 
state. 

So far the discussion has been concerned with the share- 
out of goods already produced. The next step is to note 
the various ways in which the composition of output can 
be determined. Under the traditional price system, the 
behaviour of consumers directly affects the decisions to 
produce ; increased receipts will tend to stimulate increased 
production in some lines while poor sales will induce a 
contraction in others. The stimulus of the profit motive 
leads in this way to continuous changes in production plans 
as the consumers exercise what Professor Robbins has termed 
their “ right of veto ** on the market. The price mechanism 
may indeed be said to provide a democratic method of deter-^ 
mining, by means of “ monetary votes how much of 
various articles should be produced, and it may be worth 
while to follow this line of thought a little farther. As we 
have seen A the first chapter, it is out of the question for 
Parliament t(^ supervise all the detailed production pro- 
gr^plmes in a fully planned economy, and the vast majority 
of the decisions must be left to the excutive. If the contrcj 
of Parliament ovef the executive is bound to be weak, the 
control of the electorate is bound to be weaker still. Elections 
are fought on broad issues and the return of a party implies 
that, in tHe opinion of the voters, its good points and its 
bad points, taken together, are a better mixture than the 
good points and the bad points of the Opposition. But the 
sanctioning of production programmes at the polls every five 
years can scarcely be regarded as a '\«ry feasible or effective 
form of economic democracy. Some alternative method of 
expressing opinion and exercising control is required and 
is, in fact, provided by the price mechanism. When people 
spend more on this or less on that, they are recording their 
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“ votes ** ; #flnd if managers are free to do, so, they will 
respond by producing more op less. Thus there is a kind 
of continuous pfebiscite, a constant and effective expression 
of public opinion oh these matters. When incomes are 
unequal there will, it is true* be “ plural voting ” ; but 
this can be regarded as right and proper unless complete 
equality is regarded as a practicable and desirable ideal. It 
may be, of course, that there is too much plural voting, but 
if this is the case steps should be taken — and have already 
been taken — to reduce the degree of inequality ; that, rather 
than the abandonment of the price mfechanism, is the proper 
remedy in most circumstances. There has been much talk 
of late of “ economic democracy ” and this is often taken 
to mean that the workers should have a share in the manage- 
ment. There may be some case for such reforms, but by 
far the most important requirement of economic democracy 
'is a price system by which the demands of consumers can 
have their effect through the market on the decisions of 
producers. 

If the nation’s scanty resources are to be distributed in a 
rational manner, the process of valuation must be carried 
backwards to the resources themselves. Even^ text-book on 
economics sets out to explain how this is done in a market 
economy. The various private firms wif^try to obtain the 
services of land, labour and capital ; ai^d these resources, 
in their multitudinous subdivisions, will come to acquire 
market values which reflect both their scarcity and the fact 
that they can be put to various uses. The resoifices them- 
selves are accorded no intrinsic value by the market but 
only a derived value, which has some rough-and-ready con- 
nection with their potential productivity. It cannot be 
pretended that the machinery operates with smooth and 
unerring efficiency ; imperfect foresight, inertia, mono- 
polistic restraints and so on result in many defects and 
mistakes. It can be claimed, however, that the process is 
carried out reasonably well if judged by realistic standards, 
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and it must be asked how the same task can be performed in 
a socialised economy. 

It is at this point, I think, that the theoretical dis- 
tinction between physical planning and socialism becomes 
important. Among economists, much of the pre-war dis- 
cussion of socialisip assumed that some attempt would be 
made to operate a pervasive price system. The managers of 
socialised undertakings would compete for labour, land and 
capital and in this way prices would emerge which would 
make possible a rational structure of costs. These costs 
should then be compired with the value of output and a 
balance struck. Each manager would be under an obligation 
to cover his costs and he would expand or contract his pro- 
duction according to the verdict of his accounts and his 
estimates of the future. His receipts would consist of funds 
received directly or indirectly from consumers ; and if this were 
the arrangement, he would be guided bjr private valuations* 
in much the same way as the manager of a capitalist firm. 
That is to say, consumers’ demands would be allowed to 
determine producers’ decisions and the Socialist Govern- 
ment — whlbh would show more self-restraint than most of 
its kind — wo^d content itself with more general supervision. 

The profit motive is usually regarded by doctrinaire 
Socialists as particularly sinister, but after a little reflection- 
on these problems of costing *it becomes apparent that much 
of the abuse misses the point. Indeed, it is possible to go 
farther than this and to suggest that it is not an exclusively 
capitalist histrument but might also be employed with 
advantage in a socialist economy. This is a very shocking 
suggestion. Mr. Strachey in his Theory and Practice of 
Socialism complains that under capitalism ‘‘ production is for 
profit ”, whereas under socialism the golden rule will be “ pro- 
duction for use ”. The claim is familiar enough but it is 
surely extraordinary that a great political movement, served by 
so many intellectuals, should have adopted a slogan so banal 
as “ production for use*”. Of course production is for use ; 
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but the real4ifiiculty is that there are so many useful products 
among which a choice must be made. A rational choice 
implies accounting and the accounts must include all the 
costs involved. Under socialism, as under capitalism, some 
charge must be made for themse of capital and land ; for 
these are scarce and if more is devoted to one object there 
will be correspondingly less for others.'* A special premium 
must also be included to reflect the riskiness of the venture, 
if its desirability is to be rightly judged, and this charge is 
analogous to profits. Such a procedure need not give rise 
to unearned incomes if these are thought to be wrong ; the 
payments may be made entirely to state banks or the like. 
But the basic principle that such costs should be included 
somewhere can scarcely be challenged. 

In a capitalist economy, the profit motive implies, of 
course, a good deal more than comprehensive accounting. 
Although profits correspond to a real social cost,' they are 
earned as a residue and may fluctuate from time to time 
according to the vagaries of business life. Thus an element 
of flexibility is introduced which may be of great practical 
value. At the same time, the receipt of profitfs provides a 
direct incentive to produce economically anjl to adapt the 
volume and composition of output to changing circumstances. 
Whether the profit motive will ever be used in this way in 
socialised undertakings is highly doubtful. Experience so 
far suggests that managers will be given a fixed — though by 
no mean& negligible — salary and told to cover their costs. 
The hopelessly vague arrangements are discus&sd in sub- 
sequent chapters and the general argument need not be 
anticipated here. But it seems appropriate to refer to the 
claim that a personal incentive is not required for efficient 
management. If salaried people in the civil service and else- 
where are prepared to work hard, why should it be foolish 
to expect a similar response from the manages of industry ? 
The suggestion may be attractive but it is unconvin- 
cing. Apart from the obvious point* that the civil servant’s 
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psychology may be inappropriate in business lif^ it is wrong 
to discuss the matter as though the nation’s output consisted 
of a few well-established goods produced iif a few enormous 
factories, which are analogous to Government departments. 
There are hundreds of thousgnds of concerns in the country 
engaged on the production of a multitude of different goods, 
many of them neW- and experimental. Unless industry is 
to be organised in vast centralised trusts — which appears, 
unfortunately, to be the British concept of nationalisation — 
much authority must be delegated to a host of separate 
managements, and it is«surely desirable that the latter should 
have a direct incentive to be efficient. It may be possible 
to find a small group of well-educated administrative civil 
servants who will perform their duties satisfactorily without 
any hope of an immediate additional reward ; but they have 
the compensation of a good social position and the chance 
of prom<ytion — to which they are rarely uidifferent. In their 
case a more precise relationship between effort and reward 
would not be feasible anyway, for the obvious reason that 
their “ output ” is not something which is sold on the 
market-plact and its value ” cannot be measured and 
compared with costs. The result is by no means wholly 
satisfactory ; for example, the importance of a civil servant 
dejfends partly upon the number of people under him and 
this leads to a wast^ul use of^taff . There is no help for this, 
but that is scarcely a reason for reproducing the same con- 
ditions quite unnecessarily over the rest of the economy ! 
Moreover,. in the case of the civil servant, there are strong 
countervailing pressures which tend to check the growth of 
inefficiency. By the nature of his work he is constantly 
reminded of its national importance, and if he tends to forget 
there are always Ministers, M.P.s anj^ newspapers to jog his 
memory. He is clearly in a very different position from the 
managers of sn^ll factories in provincial towns and it is absurd 
to argue that because he has no profit motive, they can do 
without one too. In dealing with the latter, only two courses 


47 



MODERN CAPITALISM AND ECONOMIC PROGRESS 


are possible^ Either they must be told exactly what to do by 
the central authority, which ii^plies over-centralisation and 
inefficiency ; or'they must be allowed to get on with the job 
and given an incentive in the form of profits to do it well. 

Although a socialised economy may suffer severely from 
its refusal to employ the profit motive, it may be held to 
possess compensating virtues. In particular, will it not be 
free from the unemployment, inequality and monopolistic 
exploitation which have caused so much suffering under 
capitalism ? The alleged defects of capitalism are considered 
in the second part and it will be argued that in practically 
every case nationalisation would be an irrelevant and some- 
times even a harmful measure. There seems no reason to 
suppose that a socialised society which was operated by 
means of a price mechanism would be at all superior to 
one in which private enterprise was preserved and given 
a reasonable chanco to work. 

This, however, is only part of the story and many 
Socialists will regard it as the least important part. In their 
view, socialisation is desirable in order to facilitate the 
planning and control of production by the state-. It is true 
that the techniques of physical planning have been applied 
over a large part of the British economy since the outbreak 
of war and such methods can clearly be used for a time 
even when most of industry is privately owned. In the 
longer run, however, their use will prove incompatible with 
the survr/al of private enterprise ; * and it follows that if 
physical planning is believed to be superior ta the price 
mechanism, this can be regarded as a reason for supporting 
socialisation. Indeed, of the various arguments in favour 
of socialism, this indirect one is often put forward novC^adays 
as the strongest and i^ will therefore be the first to which 
we shall give detailed attention. A start will be made in the 
next chapter, which is concerned with sqme aspects of 
physical planning during the war. 

* See Chapter 5 below. 
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PROGRAMMES AND ALLOCATIONS 
IN WAR-TIME' 

In his lectures on Central Planning and Control in War and 
Peace, Sir Oliver Franks offered the following definition of 
planning : 

“ Peace ”, he said, “ is very different from war and 
many of the war-time functions and forms of organisation 
will find no application in peace. But the essence of plan- 
ning and control by the State in relation to productive 
industry and commercial activity must be the same in war 
and peace. I think the essential elements are plans con- 
sisting of decisions of policy quantitatively expressed in 
the form »f programmes and such measures as in particular 
circumstances may be necessary to ensure the performance 
of these prc%rammes.” 

He goes on to add that : 

“ These elements were common to all the planning 
and controlling organisations of the war ; they are dis- 
coverable in Government action at the present time. 
Withouf them I do not see how any Government could 
act as a planning and controlling authority.” 

The definition is a neat one ; indeed it is too neat for 
the untidy concept it is meant to describe. The term 
“ planning' ”, like its shadowy twin ^ co-ordination ”, is far 
too intangible to be defined and disposed of in this way. 
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Everyone is agreed upon the need for planning, but there is 
far too much variety among the planners for any precise 
definition of thtese views. In particular a large number of 
planners, who diffec appreciably among themselves, would 
be united in their rejection of^Sir Oliver Franks* definition. 
Many of them believe in a good deal of state intervention, 
but they would give greater freedom tb the consumer and 
would rely in the main on the price system to determine 
the allocation of resources. Sir Oliver has in fact described, 
not planning in general, as he seems to imply, but “ physical ** 
planning. The distribution of resources is to be largely 
settled by the state and enforced by means of controls. Prices 
and money are not, presumably, to be driven off the stage, 
but their role is rarely described and is apparently obscure. 

The present chapter will be concerned with the technique 
of physical planning and it will follow more distinguished 
precedent by begi^ining with the war. No-one will deny 
that when a very large proportion of the nation’s resources 
is required by the state for its own use, liberal methods are 
out of place and more direct control of the composition of 
output is required. But there is good reason toi^ criticise the 
tendency to assume that the preparation of output pro- 
grammes is a fairly straightforward business ,^and still more 
reason to point to the much-neglected problem of estimating 
^he resources required to implement thesp programmes. 

One of the major difficulties during the war was to 
synchronise the flow of components, made under varying 
conditions in a large number of factories. If each article 
had been relatively simple and produced by a single integrated 
firm, the task would have been much easier and could have 
been delegated to the management. It was a different 
matter when a great many firms were involved, as in 
the manufacture of aircraft — some engaged on the final 
assembly, some providing the radio valves, ^some the nuts 
and bolts and so on. Bottlenecks of one kind and another 
were always causing a certain amount of trouble in spite of 
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the fact that the synchronisation of supplies was very much 
better done than in the 1914-^8 War. 

The simple method of getting synchroni^tion is to keep 
all the supply bins filled, but this is an expensive process as 
it involves carrying large margins. When the war effort 
became stretched, it was too costly to carry store margins 
in excess of absolute need ; and an attempt was made to 
plan more precisely the build-up of components and 
ancillary stores. Given the inherent difficulties, it was fairly 
well done — the proof being the relatively small excesses at 
the end. But the performance of this complicated feat 
involved much weary labour on the part of large staffs 
inside and outside the Government service and thus diverted 
much highly skilled labour from other tasks. 

As Sir Oliver Franks has stressed, these programmes 
were not merely statements of desire ; they were “ acts of 
will it was therefore necessary th^t they should be 
“ realistic ** and, in fact, they became increasingly so as the 
years passed. To be realistic it had to be possible to produce 
them with existing capacity together with any additions on 
which it wasPreasonably safe to count. Some broad assump- 
tions had also to be made about the supply of labour and 
raw materials, and although these were frequently found 
to Be over-optimistic, it was at least possible to ensure that 
they were not altogether absurd. Thus the programmes' 
could be regarded as reasonable drafts, but they were no 
more than this until all the demands for the nation’s scarce 
resources had been put together and a balance struck. 

The next step was to make more careful estimates of the 
resources required to fulfil these programmes, in particular 
estimates of the amount of labour. It was the man-power 
decisions which determined the size and the broad structure 
of the war-effort, and most of the other decisions, e,g, with 
regard to raw^ materials, were brought into harmony — 
mistakes apart — at a later stage. Labour was the most 
important of the internal limiting factors and although the 
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supply of labour was far from homogeneous, it was sufficiently 
so to make possible the preparation of a budget which related 
to the whole economy. The following comments will there- 
fore relate to man-power and will apply to conditions in the 
latter part of the war when tjie technique of planning had 
been fairly well developed. 

One method of calculating requirements which was used 
with some success was to ask the firms how much they would 
need. Unfortunately the answers obtained could not be 
considered altogether satisfactory, partly because the firms 
usually exaggerated their needs in anticipation of future cuts, 
partly for a variety of other reasons. In general it was felt 
that such calculations were of value for about three months 
ahead but of doubtful significance for longer periods ; and 
this was a very serious limitation. A month had usually 
elapsed before the figures had been tabulated, submitted to 
^ certain tests and analysed. The whole of the thret months 
might well have passed before the Cabinet had reached a 
decision, especially if the man-power position was so 
difficult as to call for a revision of the programmes for the 
Services and the Supply Departments. Nevertheless the 
estimates provided a valuable check on conclusions reached 
by other methods, and by means of some manipulation and 
guess-work it was possible to project them forward beyond 
T:he three months. These adjustments w^re ingenious and a 
rough-and-ready answer could be reached. But the whole 
procedure was singularly lacking in that academic precision 
which “ planning ” is supposed to offer in contrast to the 
“ chaos of the pricing system 

The second method was to estimate productivity in the 
past and then, with the aid of the ratio thus determined, 
to calculate the labour force required in the. future. No 
attempt will be made to describe the nature of these com- 
plicated calculations ; ’ but it can be said at^once, without 

* Some details are given in my article on planning, loc. cit.t from which 
the extracts above have been taken. 


52 



PROGRAMMES AND ALLOCATIONS IN WAR-TIME 


fear of contradiction, that only very approximate answers 
were obtained. The departments responsibly for the various 
programmes were therefore uncertain as to their future 
needs, although it would, of course, hTave been unwise to 
admit as much during the iifter-departmental negotiations 
where skilful bluff \^as the order of the day. 

In such circumstances it was only natural that depart- 
ments should play for safety by putting forward a high 
figure which would safeguard their position if events turned 
out to be unfavourable. After all, each department had 
been charged with gravfi responsibilities on which the future 
of the country depended, and it was natural, and indeed 
right, that they should try to insure against risks. It was 
not for them to estimate the relative importance of their own 
needs as compared with those of other claimants ; to begin 
with they had not sufficient knowledge, and the task was 
rightly leTt to the central planning staff.* Apart from such 
risks, the departments tended to write up their estimates 
for another reason. Everyone was aware that there was not 
enough labour to go round and that cuts were inevitable. 
The cuts wduld not, of course, fall with the same severity 
on all departnj^nts, but few, if any, could hope to escape 
entirely. There was therefore a strong temptation to submit 
a somewhat larger figure which would contain a margin not 
only against risks in the field ’or the factory but also against 
subsequent cuts. We have noted this tendency already with 
regard to firms and it was indeed apparent throughout the 
whole war economy. The humble quartermaster-sergeant 
was always on the scrounge for extra boots ; far above him 
the Minister in his office was playing a similar game. 

I do not wish to give an exaggerated impression of this 
difficulty OR to suggest that departments set out deliberately 
to mislead the Cabinet. Their behaviour can only be under- 
stood if one beai^s constantly in mind that their own estimates 
were uncertain. A department might feel that an additional 
175,000 was the best estimate it could make of its needs, but 


S 3 



MODERN CAPITALISM AND ECONOMIC PROGRESS 

there was •always the possibility that 200,000 would be 
genuinely required. In view bf the danger of cuts it would 
then appear unwise to submit the lower figure, for the 
allocation might th*en be no more than 150,000, and if 
things turned out badly this*would be 50,000 below what 
was needed. In such circumstances it# was natural that the 
higher figure should be submitted and subsequently defended. 

The departmental estimates of requirements were first 
examined by a small committee of officials which included 
representatives of the Ministry of Labour and the Ministry 
of Production. The figures were carefully scrutinised and 
officials representing the claimants were invited to attend 
and justify their demands. In this way a certain amount of 
water was squeezed out of the estimates before they were 
submitted to the appropriate Ministerial Committee. The 
process of cross-questioning was then carried qn at the 
higher level and a Strenuous attempt was made to scale down 
the demands as fairly as possible by the Extent required to 
bring them into equality with the anticipated supply of labour 
— itself a somewhat uncertain quantity. By J:he time the 
figures went to the Cabinet much progress had usually been 
made, but as a rule there was still some gap to be closed and 
a number of difficult issues had usually been raised which 
affected the nature and size of^the war effort and the welfare 
of the civilian population to so seriou# an extent that the 
Cabinet alone could assume the responsibility of taking the 
final dec*ision. 

At this point the Prime Minister was frequenfly called on 
to play an important, and indeed indispensable, role. No-one 
was prepared to yield, but there was not enough to gq round 
and sharp cuts had to be made somewhere. Now it was not 
for the claimants thesnselves to suggest where* these cuts 
should fall and thus provide a solution. The suggestion 
could only be made by someone who sDood above the 
departmental strife and had the authority to issue a draft 
directive and to insist that this sliould form the basis of 
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discussion. It required the Prime Minister, and a very 
unusual Prime Minister at •that — a leac^r with great 
strength of will and a capacity for inspiring affection and 
respect amongst his divided team, an exp*ert on logistics with 
a remarkable ability for hard,* quantitative argument and a 
great capacity for msustering complex reasoning relating to a 
host of difficult issues. It is to be hoped that Mr. Churchill’s 
minutes will one day be published in full. An examination 
of those remarkable documents, which contain so much 
detailed information on an enormous range of topics, should 
destroy at last the strarfge belief that Mr. Churchill’s war- 
time role was largely that of an inspired rhetorician — if 
indeed any presentation of evidence can remove so un- 
accountable a delusion.^ Whatever views may be held about 
the wisdom of some of Mr. Churchill’s post-war statements, 
it must be recognised that he was very efficient as a practical 
planner — more so, perhaps, than any* member of the 
Government of colhvinced planners which came into power 
in 1845. 

Thus the final struggle might sometimes take place on a 
draft directive from the Prime Minister suggesting a sufficient 
number of cuts^o close the gap. The title of the document 
mad^ it clear that a solution would be imposed on the 
departments whether they liked it or not, but the specific 
proposals it contained were only tentative and were often 
modified appreciably by the War Cabinet. It was always 
convenient to have definite cuts before the meeting at the 
outset, eveif if their author himself was uncertain about 
their wisdom, because in this way the departments could be 
forced ^o state their case again and provide fresh information. 
In short the discussions must have represented something 
between a scientific meeting and a public auction. 

Thus in the end a decision was taken and the allocations 
made. The cut9in demands were frequently accepted with- 

* A large number of these minutes is now being published in Mr. 
Churchiirs The Second World War. 
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out any change in the final programmes for the number of 
ships to be majined, aircraft tb be produced and so on. If a 
figure for requirements had been deliberately exaggerated in 
anticipation of future cuts, the cut was to that extent of no 
importance to the department?; the Minister might prophesy 
ruin to save his face but return quite cheerfully to his office. 
Otherwise departments were obliged to operate with a smaller 
margin against risks or were forced to make more strenuous 
efforts to economise man-power. In some cases, however, 
it was agreed that programmes would have to be reduced — 
for example, the bomber programme was scaled down on 
several occasions as strategy changed and other claimants 
received increased priority — and the planners had then to 
get down to work once more and examine the implications 
as precisely as possible. Meanwhile, however, the Cabinet 
allocations would be made on the basis of what information 
was available. It Vas rarely possible to postpone a decision 
until all the consequences had been fully Examined. 

Finally, it should be noted that these allocations dealt in 
the main with aggregate man-power and referred to the 
country as a whole. Of course it was often necessary to take 
account of particularly important complications, such as the 
supply of mobile women, and these were sometimes decisive 
in determining Cabinet decisions. But it was out of the 
question for a group of busy Ministers to study the regional 
problems in detail or to spend much time in discussing the 
supply of different kinds of skilled labour. By and large it 
was left to the Ministry of Labour, together wifh interested 
departments, to determine the detailed distribution of the 
allocations ; and although it had at its disposal maq-power 
controls which were far more stringent than any which can 
be used, or should berused, in peace-time, the performance 
of this task called for administrative efficiency of the highest 
order. That there were many failures would not be denied.. 
If the figure for total unemployment was low, there was no 
doubt a certain amount of conceale*d unemployment, in the 
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sense that some factories had more workers than they 
required. 

So much for the man-power budget. It Aid not result in 
that nicely scientific distribution of the nation’s labour force 
of which the books on planning talk. The departments were 
far from certain about their requirements even when their 
programmes, . themselves subject to serious error, were 
regarded as given. The neutral Ministers and officials who 
were obliged to arbitrate between the conflicting claimants 
could not be expected to know as much about the needs of a 
department as the department in question knew itself. They 
might query certain figures and ask for further information, 
but where the issues were so complex and the scope for dis- 
agreement so great, they were liable to be beaten in argument. 
Such a defeat, of course, was rarely final. It did not mean 
that the victors escaped a cut, but it did mean that the cut 
was often somewhat arbitrary. The redpced allocation was 
frequently in coi\flict with the best information before the 
meeting, but since that information came from an interested 
party it was liable to be, if never inaccurate, at least one-sided. 
Everyone knew that departmental demands could be scaled 
down to some extent without seriously endangering pro- 
grammes, andT strenuous efforts were made to divine the 
watbr in the estimates. Hat in the end there was bound to 
be some margin of ^error. When the war was over a senior 
official, who had great experience in these matters, observed 
to me that he had long since seen the absurdity of the belief 
that allocations could be determined by means of scientific 
discussion with the departments. In the end, he said, the 
cuts had to be more or less arbitrary. 

In 'concluding this section it must be emphasised as 
strongly as. possible that the defects in man-power planning 
were not the result of remediable faults in the war-time 
administration,^ nor can they be attributed to the lack of a 
sufficiently scientific approach. On the contrary, a most 
vigorous and sustained attempt was made to run the w’ar 
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as scientifically as possible. The Prime Minister himself 
appreciated to the full the importance of obtaining an 
adequate suppry of statistics. He would not tolerate argu- 
ments which were vaguely expressed and unsupported by 
quantitative estimates, and his demands did much to improve 
departmental practice in this respect. He was supported in 
all this by one of the most remarkable teams of Ministers 
in our history and by a civil service which contained within 
it far more ability than the country can normally spare from 
other occupations. The civil service has, of course, come in 
for much abuse and it is paradoxical that Socialists are often 
its most vehement detractors.’ The permanent officials in 
particular are singled out for a great deal of dingy criticism. 
In fact, the permanents worked on cordial terms with a 
large body of temporaries drawn from all walks of life and 
sought the advice of the newcomers with great humility on 
the many technical points where they felt that their own 
training and experience had been inadequate. During these 
years the administration of the country was transformed. 
Great new ministries were created and an elaborate machine 
was set up for the central direction of economic affairs. The 
Government statistical service was vastly improved and every 
effort was made to evaluate as carefully as posibible competing 
claims on the nation’s resources. 

It would be unnecessary to say all this but for the per- 
sistent tendency on the part of physical planners to attribute 
most of the defects of central planning to the folly and 
wickedness of those who did the job. This is in line with 
Russian practice. Since it is wicked to criticise the system, 
all faults must be attributed to sabotage and the offenders 
liquidated. It is some consolation that the sneering has not 
yet given place to shooting. 

It would certainly'* have been possible to collect more 
information during the war and make more scientific allo- 

* Cf. the recent onslaujj^ht by Professor Ian Bowen in Britnin's 
Industrial Survival. 
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cations of man-power and raw materials. Wit^i regard to 
aircraft, for example, it would have been possible to learn a 
great deal more by employing several hundred engineers of 
the highest ability on this task alone. 'Unfortunately there 
would then have been very few engineers to make the aircraft, 
for in the industry men of such ability were numbered by the 
hundreds, not the thousands. The same is true in other 
fields. The facts of scarcity have at last been recognised 
with regard to industrial man-power and productive capacity, 
but the physical planners still make the assumption of a 
virtually unlimited supply of the factor of production which 
is so extremely scarce and in such inelastic supply — high- 
grade administrative ability. 

The efficiency of the administration could, no doubt, have 
been improved during the war in spite of these limitations. 
It may be suggested that it could be improved at the present 
time by*transferring some of the best officials from other 
departments to the Treasury, which may be too small to cope 
with the enormous complexities of international finance. 
But the very fact that scarce administrative ability is wrongly 
distributed ts merely a further indication of the inefficiency 
of large units,^and this inefficiency is largely unavoidable. 

There is one other difficulty — familiar enough, yet often 
ignored — which must be mentioned in passing. Apart 
from the use of the price system, it is possible to delegate 
major decisions to only a limited extent. During the war 
an enormous range of topics came before the Wa> Cabinet 
and a small group of senior officials. This was unavoidable 
because of the importance of the issues and because it was 
necessary to be familiar with other needs and problems in 
order *to decide one of them. It is easy for an academic 
critic, who,has spent twenty leisurely^years in studying some 
specialised subject, to abuse these men for their comparative 
lack of knowle^^ge in dealing with it and to forget the great 
versatility which they are required to display. What was 
true during the war is. true today. The same versatility is 
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required, and while it should excite our admiration, it 
implies superficiality and arbitrary decisions when it has to 
be carried too far. Furthermore, since 1840, some of the 
Ministers and most of the officials have been working hours 
which, if suggested for industry, would lead at once to a 
general strike. Our administration is creaking under the 
strain and but for the great physical and mental endurance 
of a small group of men would have broken down before now. 
Sir Oliver Franks himself emphasises the importance of this 
problem and the need for a solution. “ I am not he adds, 
“ prepared to make suggestions on how it should be done.” * 
But it is surely a little unfair to raise a major issue in this 
way and then leave it unsolved without modifying his con- 
clusions about the advisability of the central direction of 
economic affairs. He has in fact pointed to the final and 
insuperable obstacle to scientific, authoritarian planning. 
There are only two* remedies — to put up with moffe or less 
serious inefficiency or to decentralise by means of the price 
mechanism. 

* Central Planning and Control in War and Peace, p. 57. 
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CHAPTER 5 

PHYSICAL PLANNING IN PEACE-TIME 

The man-power budget, enforced by direct controls, was 
the major instrument ‘of domestic planning in war-time ; 
and in those years it became fashionable in some quarters 
to regard it as a wonderfully powerful device which could 
be used to drive the economy forward in the right direction 
when hostilities ceased. Yet it ought surely to have been 
clear from the start that the man-power budget in peace- 
time wa? bound to be much more “ an aspiration of the 
heart than an ‘-act of will ”, unless the Government were 
prepared either to use man-power controls indefinitely or 
to break the power of the trade unions and enforce a national 
wages polic^. Both these alternatives would be considered 
feasible by a ^Communist Government but a democratic 
Government is in a very different position. Of course, some- 
thing can be done by less drastic methods to affect the dis- 
tribution of labour ,»but nothJhg like enough to ensure that a 
statistical plan, after the war-time pattern, can be carried 
out. The man-power budgets in the Economic Surveys are 
not plans ;«they are an odd mixture of plans, forecasts and 
somewhat wistful desires. As Professor Robertson has put 
it, this is the “ Achilles heel of central planning 

As*a result of this weakness much greater reliance must 
be placed upon the control of* raw piaterials, building and 
finance, and it may be noted that in some respects, though 
not on balance^the statistical problem of calculation require- 
ments may be simpler. It is, I think, less difficult to work 
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out the amount of a particular raw material required to 
fulfil some programme than to* calculate the amount of man^ 
power. Coefficients are easier to find, a raw material is 
more homogeneous' and there is less likelihood of sharp 
changes in its “ productivity^**. Unfortunately, however, 
the greater simplicity is largely spurious,. If a particular raw 
material is more homogeneous, raw materials as a whole are 
not ; a large number of raw material programmes must 
therefore be fitted together and related to the plans for 
building and finance. The whole picture is more confused 
than in war-time and can no longef be expressed in terms 
of a master plan such as the old man-power budget. Not 
that the latter, even if it were feasible, would be adequate. 
As we have seen, a more comprehensive reckoning which 
included all costs and was expressed in terms of a common 
denominator would be required. 

In one respect,* at least, conditions are unlikely to have 
changed fundamentally. The administrative apparatus must 
be very similar to that described in connection with the war 
and some of the most important lessons of war-time planning 
are unfortunately relevant to planning in peace-time, in 
particular the strength of departmentalism ^and the com- 
parative isolation and ignorance of the central planning staff. 
There must be the same meetings of committees, the same 
defence of sectional needs, the same groping after truth and 
the same arbitrary solutions. In such circumstances it is 
difficult enough to perform the first function of economic 
organisation, the synchronisation of the flow of raVvr materials, 
components, factory space, equipment and labour in such a 
manner that output is not retarded by endless bottlenecks. 
To go beyond this and attempt to estimate the costs of all 
these diverse items in ;^erms' of some common denominator 
must lie beyond the reasonable ambitions of any central 
planner who has had six months’ practical experience ; only 
arbitrary solutions can be considered possible. Everything 
would be straightforward enough, of course, if the country 
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were producing only a dozen or so commodities Sn a couple 
of hundred factories ; but tBis, unhappily , ds not the case 
and the student of these problems wouW do well to begin, 
where Adam Smith began, with the division of labour. It 
is still true that “ the divisidh of labour is limited by the 
size of the market *•, and we may add to this another pro- 
position — the success of central planning is limited by the 
division of labour. 

In some respects the task of preparing programmes is 
more difficult in peace-time, and there are two aspects to this 
complexity which are not always distinguished. In the first 
place the variety of goods and ser\4ces is greater. It is true 
that the output required to meet the needs of defence was 
also very diverse, but clearly less so than civilian output. * 
It may be pointed out that the civilian needs were not simply 
ignored jn war-time and that a very wide range had to be 
covered then as now ; this objection, hbwever, misses the 
point. During <he war civilian consumption was pushed 
down as far as was thought to be consistent with efficient 
production, ^and to a large extent the goods and services 
required were produced by immobile workers with existing 
equipment sit<id in existing factories. It is a rather different 
matter when the objective is to raise the civilian standard of 
living gradually by means of mobile resources which may be 
put to alternative ifses. This leads on to the second cause 
of increased complexity in peace-time. When the nation’s 
objectives are clear and unambiguous, as in war-fime, and 
involve ceiftralised action for common ends, the problem of 
valuation becomes much easier. The country has to be 
organised for defence and the Government has to decide 
how this may best be done. When the objective, however, 

* The differences were, I think, reflected A the different characteristics 
of the main Government Departments during the war. The Supply 
Departments were much more tightly knit than the Board of Trade, 
which always seeded to be somewhat amorphous^. M.A.P. had a fairly 
clear idea of its general policy but the Board of Trade, with its multi- 
tudinous interests and responsibilities, could scarcely be expected to 
formulate a “ policy '* in the same sense. 
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becomes m&re generalised and vague and takes the form of a 
rise in the standard of living bf the millions of individuals 
who comprise the nation, then it is very much more difficult 
for the Government to choose rightly between the alter- 
natives, nearly all of which cah be defended to some extent 
as “ priorities Indeed, in a very large measure, this is 
not a task for the Government to perform at all. 

During the war, the Government itself was the purchaser 
of most of the goods for which output programmes were 
prepared, but it has never been considered feasible to buy 
the whole supply of civilian goods and services and sub- 
sequently dole them out to each individual in prescribed 
proportions. The sovereignty of consumers has been re- 
stricted, but they have not been entirely divested of power ; 
this is true even of the home consumer, and the foreigner 
who buys our exports is obviously in a still stronger position.* 
Thus while goods may be produced according to one set of 
priorities — those of the state — they will have to be sold 
on markets where the private priorities may be different. 
That all kinds of difficulties may result from this system of 
dual control is clear. It is true that such anomalies have 
not been of major importance so far because the planned 
output has been sold on a sellers’ market, but as the. in- 
flationary tide recedes the reefs will soon appear. If, with 
the passing of inflation, such differences ‘6f opinion between 
the Government and the consumer — or even between the 
citizen as a voter and the citizen as a spender — became 
general, an all-persuasive and extraordinarily intricate system 
of subsidies and indirect taxes would be necessary to bring 
the two sets of preferences into line. 

There is another formidable difficulty to be noted at this 
stage. Are Sir Oliver ^Franks and a good many 'other sup- 
porters of physical planning justified in regarding the issue 
between public and private ownership as of’^econdary im- 
portance } Who is to bear the risks in a planned economy 

* Cf. Sir Hubert Henderson, The Uses and Abuses of Central Planning. 
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of this kind ? In the old private enterprise economy, the 
entrepreneur embarked on soitie project on his own responsi- 
bility and stood to gain or lose in the event ; he risked private 
capital in the hope of private gain and profits were the reward 
for incurring the risk of loss. •But in the physically planned 
economy it is a very different matter ; those whose capital 
is put to the hazard are no longer to be allowed freedom of 
action. It is true that, according to Sir Oliver, the Govern- 
ment is to depend on “ undertakings voluntarily given ** by 
business and this concession would seem to meet the case 
W'ere it not qualified by the somewhat discouraging condition 
that 


“ the method of agreement does not leave business free 
to agree or disagree as it likes with the programme laid 
upon it by the government. The condition of the method 
of agi^ement is that prior agreemeitf to agree, which 
characterised the working, for example, of the Combined 
Raw Materials Board.” * 

The latter analogy can be somewhat misleading. We 
are no longer concerned with different Government agencies 
deliberating together but with a planned economy in which 
an all-powerful state cor/ronts private firms who have a 
limited amount of capital. Admittedly, it would be foolish 
to suppose that in tlfe course of negotiations with an industry, 
the representatives of the state will always impose their 
initial views on the representatives of private enterprise. 
During the^discussions the original views themselves will be 
changed, there will be the usual attempt to find a com- 
promise, and in the end something which may be formally 
described as an agreed conclusion will ultimately emerge. 
But the threat of coercion, even*if it i^ never made explicitly, 
will be implicit throughout. The representatives of the firms 
will be aware fifom the beginning that they can be compelled 

* Central Planning and Control in War and Peaces p. 44. We are not 
told whether the trade unions are also to be given a dose of Hegelian liberty. 
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to behave aB the state sees fit, and negotiations which take 
place under such conditions tan scarcely be described as 
freely conducted. Apart from the danger of specific com- 
mands to do this or that, it will be generally appreciated that 
an industry wl ich refuses to play ball with the controllers 
may find itself next on the list for socialisation. As a result, 
private capital may be ventured against the views of those 
who own it or are legally responsible for its control. 

In some cases of failure, the state may consent to give a 
subsidy ; in others it may not. Even when a subsidy is 
given, it may not always be clear wHether the losses should 
be regarded as the result of faulty forecasting or whether 
they could have been avoided, at least in part, by better 
management in the industry. Part of industry may therefore 
be working on what virtually amounts to a cost-plus contract, 
with all the evils which this entails. But many firms^may not 
be certain where they stand ; they may receive assistance or 
they may not. The state will not have admitted any prior 
obligation to underwrite the ventures for which both state 
and industry are somehow jointly responsible,^ and in the 
event, it may compensate the losers or leave them to suffer. 
It must surely be conceded that although evenything may be 
concealed for a time by an inflationary smother, central 
planning of this variety is bound to have the most adverse 
effects on enterprise and initiative. 

The logical corollary of this form of central planning 
would be*the acceptance by the state of financial responsibility 
for its programmes. The private firms would then be mere 
agents of the planning authority and although they would 
operate with what was nominally termed “ private capital ”, 
the risks would be carried by the tax-payers. Such an 
arrangement would rightly bfe regarded as a little* queer and 
if this is the first corollary of such planning, the second is 
clearly socialisation. If the state is to bear trhe risk of loss, 
it should also stand to gain from successful ventures. It 
should own the whole equity interest in the industries for 
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which it prepares, and on which it may enforce^ its produc- 
tion programmes. These corollaries may hfi logical and in 
the long run they would probably have to be accepted. But 
since, for other reasons, no practical person contemplates the 
immediate socialisation of tlie whole of industry, there is 
likely to be a most, awkward period of transition in which 
enterprise is discouraged by the uncertainty as to who is 
in the end financially responsible for what. As we have 
observed above, the programmes are discussed with industry ; 
and such discussions may not only lead to a modification of 
the programmes but ifiay serve to obscure the identity of 
those who can be said to have taken the final decision. 
Presumably, both the state and the industry can be held 
responsible and this provides scope for mutual recrimination 
and argument. Such an economy is unlikely to display much 
vigour or enterprise. 

EvenV)cialisation, if it were feasible, wxiuld not, of course, 
provide a satisfactory solution to this problem of divided 
responsibility. For it would still be desirable in the interests 
of efficiency to delegate a good deal of authority to the 
managers of public corporations, and if this were done it 
would be unwise to make them carry out programmes pre- 
pared by central planner*^. If such programmes were en- 
forced and losses were subsequently made, the managers 
would be in a position to blame the planners, and the planners, 
for their part, would be able to reply that all might have been 
well had the managers done their job properly. The only 
difference ifi this respect between socialism and capitalism 
is that under socialism all losses would be underwritten by 
the taxpayer, and this would be a great convenience to both 
managers and planners. But the inefficiency resulting from 
divided responsibility would still reinain. 

This, of course, is not the only reason why inefficiency 
may be expected to result from physical planning. Un- 
fortunately it is impossible to operate controls in such a way 
as to permit the gradual* expansion of the more efficient firms 
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at the expense of the less efficient. The controllers may try 
to ensure that only so much of a certain raw material is used 
by a particular industry, but even in so far as they are 
successful this is only the first step. The total allocation 
has to be shared out between the different firms and these 
shares tend to be related to consnmptipn at a base date or 
to be fixed according to some rule of thumb. No doubt 
an attempt is sometimes made to introduce a certain amount 
of discrimination, especially with regard to very large pro- 
jects ; but it remains true that as a rule the less efficient 
firm stands virtually the same chanc6 of getting a quota as its 
more efficient competitor. Various criteria are applied by the 
controllers ; but as far as the vast majority of firms are 
concerned, efficiency is not one of them. This is true now 
and it was, of course, the case during the war. Neither man- 
power nor raw materials were doled out with much regard 
to efficiency, except in the more glaring cases. * 

Firms operating under the rule of prices and costs are 
clearly in a very different position. Anyone can increase his 
purchases of some factor of production so long as he has the 
money and thinks it worth while ; and there* is at least a 
strong presumption that the firms which w^sh to increase 
their output at this cost are those which ought to do^ so. 
The efficient firm will tend to have a better profit-and- 
loss account and will therefore have .more funds at its 
disposal for such purchases. To claim that the price 
mechanism gives an ideal result would be absurd, but 
common sense suggests that its defects should 4)e analysed 
and remedies sought. If some firms have what is considered 
to be excessive buying power, is this because the critic dis- 
approves of the consumers’ preferences which give rise to 
their large receipts ? Or ^can their strong position be 
attributed to some monopolistic restraint and, if so, can they 
be made to cease and desist ? At all events if. is along these 
lines that the inquiry should be conducted ; for it is scarcely 
sensible to reject out of hand a price system which does not 
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give ideal scope for the efficient firm in order to substitute a 
regime of controls which give% far less. 

That controls are defective in this way must be clearly 
recognised and one would have to be stubborn to the point 
of folly to contend that the ^weakness could be removed. 
Here, as always, the complexity of the economy must be 
borne in mind. It is out of the question for each controller 
to send his inspectors to each firm in order to investigate 
their efficiency — somehow defined — and no office, on 
receipt of such information, could hope to ration out supplies 
accordingly. The very inefficient might be detected readily 
enough and forced to close down ; * but such cases are rare. 
What is required is the gradual expansion of one firm and 
the gradual contraction of another ; both may remain in 
business but their relative outputs should alter. It would 
be foolish to expect that controls can be operated with the 
flexibility and sensitivity necessary to brii\g this about. Yet 
this, it will be recalled, is the physical planning so strongly 
recommended by Mr. Strachey and others as the only way 
of attaining a world of plenty ! 

I think if is fair to say that this grave charge against 
physical planning is not contentious. It is a fact which must 
be accepted anS if such planning is still defended, its sup- 
porters must find offsetting items on the credit side. A 
Socialist President gf the Board of Trade has conceded as 
much in a broadcast statement.^ On this and on other 
occasions, Mr. Wilson and some of his colleagues have ex- 
pressed criticism of controls and a good many have now 
been abandoned. But I do not recall their questioning the 
desirability of centrally planned production, and after all 
controls are simply the corollary of such a policy. There 
appears thejrefore to be some pjay upon words which may 

' Provided the organised workers agreed ! It is far more difficult to 
bring about change^ by means of Government fiat than by means of the 
profit-and-loss account. In the first case there is someone to blame ; in 
the second the firm is making losses and that is that. 
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be the resqjit of the conflicts within the Labour Party. No 
doubt the more sophisticated tSocialists are not prepared to 
challenge explicitly the mythology which so many of their 
supporters accept ; yet they know that controls are generally 
unpopular with the electorate ^and their own experience tells 
them that they are inefficient as techniques for the allocation 
of resources. In so far as the policy of^ the Labour Party is 
determined in future by its more liberal members, the 
criticisms in this chapter will cease to be applicable to its 
actions, although they will continue to apply to the views 
of its more Left-Wing element and, of course, to those of the 
Communists. If the majority have seen the light and are 
prepared to rely more upon a price mechanism, including the 
much criticised profit motive, so much the better ; in spite 
of the recent relaxation of some controls, however, the party 
as a whole has still a long way to go. 

The inflexibility of physical planning leads to inefficiency 
and delay of another kind. When production is highly 
specialised and divided between a bewilderingly large 
number of firms, it is a ticklish business for any planning 
authority to ensure that each one of them gets'the bits and 
the pieces it requires in the right proportions. Furthermore, 
even if the plans are dovetailed with ideal accuracy on the 
basis of information which appears to be reliable at the time, 
unforeseeable developments may cause disruption. Similar 
mistakes are bound to be made in any kind of advanced 
economy ; but there is some reason to suppose that they will 
be less frequent and, above all, more easily rectified, if affairs 
are regulated by financial accounts rather than by remote eco- 
nomic planners. In a free economy, private firms will order 
what they want from other firms, and since the bilfs must 
be paid, they will try^to order carefully. Thu^ “ the pro- 
grammes which are only implicit in such circumstances, 
may well be better than those which canjbe prepared in 
Whitehall in an explicit and pseudo-scientific manner. 
Mistakes are always made and under both systems the firm’s 
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stock-pile may meet the need. If it fails to do so, however, 
it is very much easier to m^ke good the deficiency in an 
economy where most things can be had at a price. A firm 
which needs a little more timber than Avas anticipated, can 
buy it and may be prepared if necessary to pay dear in order 
to get it when the alternative is to hold up production. Thus 
the mistake may ncit go unpunished ; but it is the firm’s 
profit, not the national output, which is likely to suffer most. 
The alternative procedure in a controlled economy is too 
bitterly familiar to call for any description — the form- 
filling, the elaborate explanations in triplicate, the adminis- 
trative delays, the too frequent refusals on the part of 
officials who work by inflexible rules, the consequent piling 
up of unfinished goods and the discouragement of the 
workers.' It may be noted in passing that in such cir- 
cumstances firms will tend to hoard supplies and carry bigger 
stocks than would be necessary under the rule of the market ; 
such hoards are s^id to have reached substantial proportions 
in recent years. It is surely common sense to prefer a more 
flexible method which permits of great delegation and takes 
advantage o&the knowledge of the men on the spot. Unless 
its other defects are overwhelming and irremediable, a 
market econoniy must be regarded as a much more rational 
alternative. 

In the last sentence I have# used the word “ rational ” to 
mean “ more efficient ” ; but I am aware that it is frequently 
employed in a different sense and in such a way as, to apply 
to a physical planning but not to a free economy. Sir 

‘ The U.S.S.R. has experienced these difRculties. For example, in 
their book on Management in Russian Industry and Agriculture, Messrs. 
Bicnstocjt, Schwarz and Yugow refer to the piling up of unfinished 
tractors in the famous Stalingrad Tractor Works in I840» when the 
financial plan was out of alignment^ with the physical plan and the 
management lacked the small sums requirefl to purchase the missing 
parts. The main factory, it may be noted, relied on 283 small and 
medium-sized factories which supplied 4300 kinds of machine parts. 
The authors have liksed .their remarks on an article by the Chief Engineer 
nf the Stalingrad Tractor Works which appeared in Pravda, October 27, 
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Oliver Franks, for example, has claimed that the policy he 
favours will increase the coiUrol of reason over economic 
affairs.^ I think such statements can be taken to mean that 
decisions to produce are irrational unless they have been 
pondered by a Central Mind and express the purpose of a 
General Will. The shade of He^el is close at hand once 
more and as always the unpleasant corollaries follow. For 
it is rather less than sensible to suggest that a group of 
planners can express the Will of the People in such matters. 
As we have seen, even Parliamentary control is out of the 
question and the “ rational Hegelian system implies some- 
thing very close to an inflexible economic dictatorship. I 
am not a philosopher and to criticise Sir Oliver’s use of the 
term “ rational ” may therefore be imprudent ; but to my 
untutored mind there appears to be a false anthropomorphism 
in his argument. It is not immediately obvious that a more 
rational pattern will emerge if the state determines how I 
shall use my income or my time. If t^e argument were 
carried to its logical conclusion it might be thought irrational 
that people should be free to wear hard collars or soft, with 
all the social implications for the laundry industry. It is 
certainly irrational to allow them to marry whom they 
please for the social implications are then incalculable ! This 
reductio ad absurdum is not unfair. Almost everything* one 
does affects society in some v way, and^ if society is to be 
rationally controlled in this strange Hegelian sense, then 
practically every action must be centrally planned. The 
argument is foolish when carried to such extre^ies, and the 
practical task of good government is to decide how far it 
should be carried. Some decisions should be taken by the 
state and some by the individual, and it is quite unfair to 
imply, as Sir Oliver Franl^ and many others have done, 
that the first set of decisions is more “ rational ” and that 
every extension of the public sector implies an increasingly 
“ rational control ” over man’s environment. To use the 

‘ Central Planning and Control in War and Peace, p. 35. 
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emotive term in this sense is to obscure the whole jssue and to 
give a blessing — however unintentional — to totalitarianism. 
If, on the contrary, the term is employed in the more normal 
sense, then it can be held that a market economy may be 
more rational — that is to sa]j, more sensible and generally 
satisfactory — than one which is elaborately planned. 

Widespread corruption appears to be a chronic feature of 
physical planning. Money cannot be exiled, although it may 
be dethroned, and it makes repeated sorties against the new 
regime. When the regulations conflict with what people 
want, a black market may be taken for granted, and attempts 
will also be made to get round the regulations by pulling 
strings or even, in extreme cases, by bribing the officials. 
Old-fashioned morality may condemn such practices, but it 
must be conceded that they often help the wheels of industry 
to turn in an over-planned economy. I am inclined to the 
opinion 4hat our economic plight might Ijave been worse in 
some respects ov^r the last few years if business men had 
not resorted to the only method by which they could combat 
the inflexibility of controls. With regard to consumers’ 
goods, the black market has certainly done some good as 
well as much harm.^ In the long run, however, such 
practices may Rave disastrous consequences by undermining 
the respect for the law and the Puritan business morality to 
which the country’s economic prosperity has owed so much in 
the past. It is only necessary to reflect on conditions in India 
or France to appreciate the importance of straight dealing 
even from the point of view of material progress. Yet in 
post-war Britain the business man who retains old-fashioned 
scruples is seriously handicapped as compared with his rivals, 
and thfe honest consumer is at a similar disadvantage. 

Finally^ it must be observed that a planned economy re- 
quires an enormous amount of man-power for its administra- 

* The Soviet Union recognised many years ago that a black market 
was inevitable ana, indeed, desirable. When rationing was in force, it 
provided an official black market, or free market, even for very scarce 
foodstuffs. 


73 


F 



MODERN CAPITALISM AND ECONOMIC PROGRESS 


tion. At mid-ig48 there were 2,128,000 people employed 
by central and local governmeint (excluding civil defence and 
police), or over 10 per cent of the working population. This 
staggering figure reflected an increase of 743,000 as compared 
with ig39 ; and some allowance should also be made for 
the man-hours used up in private industry in such sterile 
pursuits as form-filling. By way of comparison, it may be 
noted that the increase in the numbers employed on orders 
for export in manufacturing industry was only one million 
between these two dates ; that is to say, the extra direct 
burden of the state in terms of man-opower ‘ was of the same 
order of magnitude as the burden of the export drive. In 
the light of such facts. Sir Stafford Cripps’ austerity appeared 
a good deal less heroic ; it cannot be doubted that there 
has been much waste and inefficiency in the administration of 
the country. (Mr. ChurchilPs Government managed to run 
the most highly mobilised economy in the world with a 
smaller civil service than Mr. Attlee has required in peace- 
time.) But these great staffs were not merely the result of 
bad management ; in part, they were the unavoidable price 
of a planned economy. 

It seems appropriate at this stage to summarise the argu- 
ments against physical planning : 

(i) Such planning implies centrally determined output pro- 
grammes enforced by means of controls. The innumer- 
able decisions involved cannot be effectively supervised 
by Parliament or submitted to the electorate for its 
approval. By its nature, planning of this kind must be 
authoritarian. The price mechanism, on the other hand, 
provides a continuous plebiscite by which individuals, as 
spenders, can express their preferences. In this manner, 
the pattern of production is subjected to democratic 
control. 


' Those employed in nationalised industriet are not, of course, included. 
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(2) There is no satisfactory common denominator under 
physical planning, but tha complicated task of reducing 
demands and costs to a common denominator is per- 
formed reasonably well by the tnarket when it is 
allowed to work. More* rational accounting is then 
possible and therefore a more rational allocation of 
resources. 

(3) It is extraordinarily difficult for a central planning staff 
to synchronise programmes and estimate requirements ; 
and the whole procedure is made more difficult by 
departmentalism. The task is likely to be better per- 
formed if it is delegated to the men on the spot. The 
“ invisible hand ** will co-ordinate decisions and the 
financial accounts will provide both a check on perform- 
ance and a stimulus to improvement. 

(4) Controls retard the relative growth of the more efficient 
firms ; whereas the price mechanism — although its 
operation is fir from perfect — permits and encourages 
such growth. 

(5) Controls require an enormous amount of man-power for 
their operation. 

(6) Controls baeed corruption. 

the case against physical planning and in favour of the 
market is overwhelming as fafr as it goes, but it is not yet 
conclusive. Enough has been said to warrant a strong bias 
in favour of the price mechanism, and it must surely be 
granted that^its delicate instruments should not be cast aside 
unless it is quite certain that they will not serve. But it may 
yet be true that physical planning is so much superior in 
dealing* with certain particularly difficult problems that it 
must be preferred after all. Planning of this kind, for all 
its faults, was thought to be necessary during the war ; may 
it not be that similar considerations warrant its continued 
use in peace-time ? Such a conclusion would certainly be 
depressing, but it is not a law of nature that the truth is 
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always cheerful. In particular, it may be asked how we are 
to cope with the following problems : 

(1) Inequality of Income and Wealth. The market may be 
likened to a ballot-box, but there is plural voting as a result 
of inequality of income afid wealth. To what extent is 
this inequality justifiable ? In so far as it is thought to 
be excessive, what are the remedies ? 

(2) Monopoly and Industrial Efficiency. To what extent is it 
true that the operation of the price market is vitiated by 
monopolistic restrictions ? Is there any truth in the 
charge that private enterprise is no longer enterprising ? 
If such claims are valid, does the case for the market 
economy still hold ? 

(3) Inflatio 7 i. Controls were necessary in war-time partly 

because of inflation. Is there any danger of chronic 
inflation in peace-time ? „ 

(4) Mass Unemployment. Planning of some kind is necessary 

to remove this scourge of extreme laisser-faire ; but is 
physical planning necessary, or will liberal planning of 
the Keynesian variety suffice ? , 

(5) Foreign Trade. This is the most difficult problem of all 
and it may be urged that controls should- not be relaxed 
while the balance of payments presents such difficulties. 

In the next part an attempt'will be made to diagnose these 
problems ; and where state intervention appears to be 
necessary, to indicate the forms it should take. The case 
for physical planning will be scrutinised and reference will 
also be made to the related but less interesting argument 
that the means of production should be publicly owned. 
Nationalisation may follow as a long-run corollary of physical 
planning, but the socialist case is weak and tottering when 
it is set upon its own feet. The arguments in its favour 
must be seriously considered, nevertheless, jf only because, 
in spite of their naivety, they are so widely held to be true. 
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CHAPTER 6 


THE REASONS FOR INEQUALITY 

At one time a Socialist could be described as a person who 
strove for a more equitable distribution of income and 
wealth, but jhat definition will not do today. To begin with 
it is too broad to conform with current usage. Many people 
who have a most keen and sensitive regard for equity in these 
matters would deny that they are Socialists in the modern 
sense of the term and would oppose with the utmost deter- 
mination some of the more “ socialistic measures of the 
modern British Labour Party. For socisllism has come to 
mean, first and foremost, the abolition of private enterprise 
and the creation of vast industrial monopolies owned by the 
state. There is, of course, no necessary connection at all 
between the old-fashioned socialism and the new. Private 
enterprise is rjDt inconsistent with equity, and, by itself, 
pubkc ownership is no guarantee that justice will be done. 
Capitalism has been swept away in Soviet Russia, but in- 
equality remains anti is, indeed, more marked there than 
in any of the great capitalist economies. Thus the term 
“ socialism ” is ambiguous in the extreme and is the cause 
of much confusion in political life. 

The dislike of inequality is itself an odd compound of 
altruisixn and jealousy. If it derives its moral force from a 
generous regard for the underdog, the vehemence with which 
it is expressed is sometimes due'to less noble motives. The 
idle and the incompetent can find great comfort in the theory 
that their more prosperous neighbours have made good only 
by profiteering and exploitation. The disgruntled intellectual 
who dislikes his job can assure himself that his neglected 
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genius woiild be more fully recognised in a socialist common- 
wealth. The harsh neurotic •who is out of tune with his 
society, can look forward to a Communist state in which he 
would be able to rule the dolts around him. It would be 
unrealistic to pretend that everyone who denounces in- 
equality is disinterested and nothing, will be gained by 
ignoring the covetousness, the rankling ambition, the lust 
for power and the petty-minded conceit which too often pass 
for socialist virtue. Nevertheless, when all due allowance 
has been made, the more noble motiyes remain and must re- 
ceive the respect they deserve. It would be anojher form of 
hypocrisy to ignore any avoidable injustice in our society, 
and morally wrong to disregard any means by which a greater 
fairness could be achieved. 

Inequality of Earned Income 

The equalitariin ideal is expressed very clearly in the 
famous slogan : “ From each according to his ability, to each 
according to his needs **. The needs differ and complete 
equality would be inequitable ; but, it has been held, the 
inequalities permitted should not reflect differences in the 
productive contributions of the recipients. Fundamentally, 
this is an ethical judgement and its proof or disproof need not 
be sought in economics. But the economist can at least point 
out the practical implications, and uliless these too are 
accepted, the ruling, however fine it may appear, must be 
regarded as sentimental rather than moral. 

An equitable distribution, in the sense defined above, 
cannot be reconciled with a high level of output. Incentives 
are required, not only incentives to work a little harder but 
also incentives to acquire a skill and make a more substantial 
improvement in one’s iot. Perhaps all self-regarding action 
is wrong, but even from a Christian point of view, it is bad 
theology to ignore the reality of sin. Furthermore, since 
some people would always slack, their fellows might reason- 
ably complain against the injustice of a system by which the 
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fruits of their labours had to be shared on equa> terms with 
those who contributed very liftle. Perhaps the hard workers 
should behave like saints ; they are more likely to feel that 
they are not saints but suckers. It is certainly true that at the 
great moments in a nation’s history, material rewards become 
less important. Dujring the Battle of Britain people worked 
and fought foir other reasons but, as the danger of national 
extinction grew more remote, there was a perceptible moral 
decline. If this is so in war-time it is still more true in 
peace-time. For most people work is bound to be something 
of a routing, and it is not very sensible to suppose that they 
will go to it each day with feelings of spiritual exaltation. 
(How wearing it would be if they did !) An appeal to higher 
motives can certainly be made, often with success, but 
repeated exhortations are likely to fall flat, as they have 
tended to do since the war in the United Kingdom. In a 
totalitarian state the full blast of official propaganda can be 
turned on, and people may work better if they are led to 
believe that a foreign enemy is plotting the ruin of their 
country. Yet even in the U.S.S.R. class-hatred and 
chauvinism have not been enough, and material incentives 
are used to tb? utmost degree. Marx himself admitted that 
inequality would be necessary after the Revolution, and the 
original slogan has now been modified significantly — “ From 
each according to his ability, to each according to his work ”. 
The modification is supposed to apply only during the transi- 
tion to “ true Communism ”, a happy state when* material 
incentives MU be unnecessary and the state itself will have 
“ withered away ”. Presumably in this millennium the old 
Adam.will be dead, but for an indefinite period he must be 
reckoned with and that is all that need concern us ! ‘ 

‘ This ultimate objective bears so little resemblance to current Soviet 
practice that the Politburo seems to find it irritating. At all events the 
doctrine that the sftate will wither away has been officially dropped. Nor 
is it very plausible to hold that the Soviets are moving towards the 
predestined goal of their theology. Rather are they moving backwards. 
See Chapter 7 below. 
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There id another less familiar but no less potent reason 
for inequality. If earnings beAr no relationship to output it 
will be impossible to distribute resources in a reasonably 
economical manner.' Where the skilled worker is paid just 
the same as the unskilled, no iproper accounts can be kept. 
The worker himself will have no material incentive to move ; 
and even if he is entirely disinterested, he will be uncertain 
where to go or w'hat work to choose without the signpost of 
higher earnings. In pure theory the state could put the right 
relative value on each productive service and rule that these 
figures be recorded in the books of every undertaking, even 
although the services in question were not actually paid at 
these rates. Thus there could be two sets of account books, 
one merely for the guidance of the authorities and the other 
for the recording of actual monetary payments. The dis- 
tribution of resources would then be determined by direct 
allocation through 'man-power controls and the like. Each 
person would be told precisely where he fehould work and 
what he should do. All industry would be publicly owned, 
all labour would be conscripted and all liberty would dis- 
appear. Thus, in the end, the attempt to divorce incomes 
from the value of the work done would result: ,in frustration 
and defeat. It would imply dictatorship and that in turn 
implies privilege and inequality as we have seen in the first 
chapter. 

In any case, the direct allocation of resources by the state 
without the aid of material incentives would present an 
impossible administrative problem. It was nof attempted 
during the war, and it is sheer nonsense to suppose that it 
could be done. Once more Russian experience is relevant. 
The high turn-over of labour has been a cause of much 
concern to the authorities. Workers, both skilled and un- 
skilled, tended to flit in large numbers from factory to 
factory, the labour force was badly distributed and efficiency 
was correspondingly reduced. In his famous speech of June 
1.83 1, Stalin offered both an explanation and a remedy : 
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“ In what lies the reason for the flow of labour ? In 
the incorrect wage scales, in the ‘ left * equalitarianism in 
the sphere of wages. ... In order to destroy this evil 
it is necessary to abolish equalitariahism and to destroy 
the old wage scale system.” * 

There was nothing like complete equality in the U.S.S.R. 
before this speech was made but there has been a good deal 
less since. 

In spite of every difficulty, there may be some Christian 
socialists who are still convinced that income should be dis- 
tributed oiWy with regard to people’s needs — which would 
be determined, in turn, by some unspecifled process. It is 
better, they may claim, to face economic disorganisation, 
hardship, stagnation and under-nourishment rather than rely 
upon incentives which appeal to human selfishness. Other 
Christians may reply that you cannot make people good by 
legislation, and there is plenty of scope here for a merry 
controversy ! We shall leave them to fight it out, but since 
the whole discussion of inequality must be based on some 
ethical belief,^ the only thing the economist can do is to 
begin from an assumption and, as a safeguard against con- 
cealed personal bias, he should make it explicit. I assume, 
therefore, that inequality of earned income is desirable in 
principle, although the range of inequality may be reduced 
by taxation or other means. I think this proposition would 
be accepted by the vast majority of people. The practical 
objective i^ some kind of compromise between what is 
required for “ efficiency ” and what is required for “ equity ” 
in the sense defined by the old-fashioned Communist slogan. 

* Qdoted from the translation on p. 178 of Professor A. Bergson’s 
informative work entitled The Structure of Soviet Wages, 

* Mr. T.«Barna is in error when he writ'js : “ The economist argues 
that given the total national income satisfaction is maximized with an 
equal distribution of income {The Redistribution of Incomes^ p. 5.) 
The economist nray feel that this is or is not true, but his opinion will 
be determined by his views on psychology and ethics and will not be 
derived f^rom economic science. Economics proper is no more of a guide 
than chemistry or horticulture. 
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Unearned Incomes 

The next question is wheflier or not people should be 
allowed to save a part of their incomes. The practical means 
by which they could* be prevented completely from doing so 
would be difficult to devise ; and in so far as their applica- 
tion proved effective, it would be necessary for the Govern- 
ment to keep taxation at a sufficiently high level to provide 
by way of a budget surplus the finance required for additions 
to the capital stock. Or to put it differently, if private 
savings were prohibited, the Government would have to 
reduce consumption forcibly with the aid of the tax-collector, 
in order to release resources for the . making of capital goods. 
That would be very paradoxical and foolish. In any case it 
would be an intolerable infringement of liberty to say that 
no-one could save, and on ethical grounds such a policy must 
surely be rejected. 

I do not think the abolition of private saving has ever been 
seriously proposed, and if it is permitted the corollary is the 
accumulation of privately owned capital. This is the point 
at which real controversy begins, for the capital may be used 
in different ways and may, or may not, be allowed to provide 
its owners with unearned incomes. In a capi^'^list economy, 
the private owners may “ do what they will with their own ** 
so long as they keep within the fairly wide limits set by the 
law. Apart from buying houses for theii personal use, their 
capital may be left at the bank, or put into other houses or 
land, or lent to the Government or industry by the purchase 
of bonds, or invested in public companies by the purchase 
of shares, or tied up in a private company, a partnership or a 
one-man business. The range of choice is wide and corre- 
sponding to each alternative is a different degree of safety 
or risk. The small prvate company may earn a high rate 
of return on capital, but the return is uncertain and the danger 
of bankruptcy, involving the loss of the capit'^.l itself, is very 
real. It is usually safer to buy shares in a large well- 
established firm and the prospective late of monetary return 
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is correspondingly less. Redeemable Government bonds are 
safer still ; the capital will be repaid one day unless the 
Government goes bankrupt. But even in this case there is 
the risk that the purchaser will need to 'turn his capital into 
money before the redemption date ; he will only be able to do 
so if he can find someone to buy his bonds and he may not 
be able to sell them except at a loss. Thus there are two 
kinds of risks which must be faced : (i) the risk that the 
capital may never be recovered in full once it is committed, 
and (2) the risk that the investor may be in need of money 
and obliged to sell at an unfavourable moment, thus in- 
curring a loss although his assets may be perfectly sound 
if only he could wait. Both risks must be faced if one 
invests in private industry ; the former may be avoided, 
but not the latter, if one buys redeemable Government 
bonds. 

One feason for unearned income should now be apparent. 
Pound notes are 'Completely “ liquid ” ; they are available 
at a moment’s notice for any purpose. A deposit at the bank 
is almost as good and is better protected from other perils 
such as thefP. Thus one can feel secure if one’s capital is at 
the bank, and Jjiere would be no point in investing it in less 
liquid forms unless there were some additional reward for 
doing so. 

Unearned incomes are a re'ward for parting with security 
and this is one of the justifications for them. The other 
purpose they serve is to encourage thrift. It is inconceivable 
that the flow of private savings from individuals and firms 
would be anything like as great if there were no prospect 
of earning a return on any capital accumulated. Once again 
it woufd be necessary to hold consumption down by means 
of heavier taxation. 

In a fully socialised economy the number of ways in which 
accumulated pjjvate savings could be used would be much 
reduced. Funds could still be left on deposit at the banks 
or invested in Government securities but they could not be 
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employed directly in industry. Broadly speaking, the state 
would borrow from its citizens 4ind pass on the funds received 
to the corporations which ran its industries. There would 
still be unearned incomes in the form of interest on the funds 
lent to the state by the pur(;}iasers of its bonds, and the 
importance of these interest changes would depend partly 
upon the manner in which the socialist economy had been 
created. If there had been a revolution and the previous 
owners of capital had been expropriated, the state would 
have obtained possession of existing factories, equipment 
and the like without there being arty corresponding block 
of national debt owed to its citizens. Subsequently, when 
it wished to increase the capital stock, it could finance the 
operation by levying taxes in excess of its ordinary ex- 
penditure, by running its industries at a profit and thus 
acquiring reserves, or by attracting new private savings. In 
so far as the last-mentioned method was employed, there 
would be a new national debt corresponding to the new 
productive assets, and on this debt interest would be paid. 
In the U.S.S.R., it will be recalled, the state pays unearned 
incomes to its citizens who have saved and purchased bonds. 
As real incomes grow, and with them the flow of private 
savings, this feature of the Soviet economy is likely to increase 
in importance. 

“ Democratic ” socialism does not demand expropriation. 
If some people are deemed to possess too much capital and 
to enjoy unearned incomes which are unreasonably large, the 
more equitable remedy is progressive taxation. Nationalisa- 
tion as such is irrelevant unless the Government pays less 
than the full compensation which it has always promised to 
pay. The case for full compensation is, of course) over- 
whelming when industries are taken over gradqally in the 
manner always envisaged by the social democrats. It would 
be grossly unfair to penalise those who put their money into 
railways or steel if those who had invested in other industries 
were allowed to escape for an indefinite period. If there is 
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to be any justice, privately owned capital muit be taxed 
because it is large, not expropfiated because it happens to be 
invested in one line rather than another. Thus, correspond- 
ing to the assets acquired by the state, there will be an 
addition to the national debt on which interest will be paid. 
Provided compensation is fair, unearned incomes will be as 
large as before. 

Since socialism does not imply the abolition of unearned 
income, it may be asked how it differs from capitalism. The 
essential difference lies in the transfer of the control of 
productive capital from private hands to those of the state. 
The question at issue is not unearned income but rather the 
relative merits of private firms as compared with public 
corporations. Which will be more efficient at delivering the 
goods ? Which will be more adaptable to changing cir- 
cumstances and provide the greater scope for the industrial 
genius with new ideas ? Under which sy^stem will there be 
greater equality of opportunity ? In view of the vast con- 
fusion of thought on these matters, it cannot be too strongly 
emphasised that these are the real questions. Later in the 
book it wilUbe contended that the answer in most cases is 
indubitably in favour of private enterprise. 

Without afTficipating the arguments which come later, it 
can* be claimed that unearned incomes are justifiable in 
principle.* That is not to say that all unearned incomes, 
whatever their size and whatever the source of the 
capital from which they are derived, can be viev^ed with 
equal apprqval. Very large unearned incomes, especially 
if they are the return on inherited capital, should cer- 
tainly be attacked on ethical grounds, and in this sense 
our conclusion is in line with traditional liberal policy. 
But the remedy is taxation, nqt the elimination of private 
enterprise. 

* Whether or not unearned incomes are paid to individuals, some 
charge correspondftig to these incomes must be made in fixing prices. 
This is so because capital is scarce, and risk is also a cost which must 
not be disregarded. (Cf. Chapter 3.) 
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Inheritance^ 

The last issue outstanding is the inheritance of wealth. 
My ethical assumption in this case is that inheritance is 
justifiable unless the bequests are very large and are passed 
on from generation to generation. Surely it would be 
morally wrong to prevent a man from saving for the sake of 
his children, and apait altogether from the morality of it, it 
is certain that men will work harder and with a better heart 
if they feel that their families will benefit after their death. 
In itself this is a tribute to human nature. Perhaps it is not 
the highest tribute, for it may be argoed that we should think 
only of the general good and seek to benefit ouf neighbours 
as much as our own kith and kin. That is the highest moral 
claim but it can be met only in a personal way. The state 
cannot enforce it. It can allow those who admit this claim 
to dispose of their lives and their wealth as they wish, and 
within narrowing .limits that is what it does do. For most 
people, however, it is the family which touches the springs 
of altruism, and much will be lost if people are no longer 
allowed to provide for those who are dearest to them. I think 
this would be the general view and it is interestftig to note in 
passing that the inheritance of wealth is permitted by the 
Soviet Constitution of 1.836 (Article 10). * 

Very large estates, passed on from generation to genera- 
tion, are another matter. As ^always, the practical task is to 
find a reasonable compromise and what can be regarded as 
reasonable will vary from time to time and depend in part 
upon the personal judgement of the commentator. In poor 
societies there is a strong case for an aristocracy, whether 
titled or not, by which I mean a small class which enjoys 
an appreciably higher standard of living than the rest of the 
population. Such priyilegea are necessary if the jnation is to 
be provided with proper leadership in both politics and 
culture, and nothing will be gained by reducing everyone 
to the low average level, which is the inevitable lot of 
the majority until production can be expanded, capital 
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accumulated and education extended. The Communist Party 
in the U.S.S.R. is a kind of aristocracy in this sense, and the 
hereditary aristocracies of the past can be regarded in a 
similar light. Leadership by inheritanee has, indeed, more 
to be said for it than it is fashionable to admit at the present 
time. Family tradition counts for something, and the 
children of men who have occupied important positions are 
bound to enjoy advantages in their early lives which are 
denied to the majority of their contemporaries. Every 
human institution has its defects, and there is no need to 
dwell upon the evils which may result if an aristocracy is 
too exclusive. If newcomers are kept out because their 
blood is too common, or because — as in the UiS.S.R. — 
they have not submitted their minds with sufficient humility 
to the discipline of a narrow creed, then the usefulness of 
the aristocracy will be reduced. All this may be conceded 
without«implying that a class of leaders is a fundamentally 
wicked arrangement irrespective of circumstances. All one 
can say is that, as a community grows richer, equality of 
opportunity becomes a more feasible objective and social 
institutions flcan be modified in such a way as to tilt the 
balance in favour of democracy. In the Western nations 
the tilting hSSPIbegun long ago, and large inequalities in the 
inheritance of wealth have no longer as much justification 
as in the Middle Ages or even in the nineteenth century. We 
have not, however, reached the position where all inequality 
of this kind is unnecessary, and we are not likely to reach it 
for a long tjjme to come. 

Conclusion 

So far the argument has been couched in general terms. 
Inequality of earned income, the private ownership of 
capital, inlieritance and the receipt of*unearned incomes have 
all been sanctioned in principle, subject to the proviso that 
the income of tJie rich is not too large a proportion of what is 
available for all. These conclusions are basically ethical and 
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have been reached by attempting to balance the advantages 
and disadvantages involved in, different courses of action. I 
think they would be accepted by the majority of the British 
electorate and would certainly receive the support of the 
vast bulk of the American people. 

From a practical point of view this is only the beginning 
of the story. Since inequality is not denounced on principle 
and it is all so clearly a question of degree, the problem 
becomes essentially quantitative. How much inequality is 
in fact to be found in the British economy ? To this factual 
question we shall turn in the next two chapters. 
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CHAPTER 7 

INEQUALITY OF INCOME 

Wages accounted for only a third of all private income 
before taxation in 1838, and even in 1848 their share was 
less than two-fifths. On the face of it, the proportion seems 
to be small, •and seems to justify the claim that the workers 
could be made much better off if profits were abolished or at 
least substantially reduced. How easy it would be if this 
were so ! Unfortunately the remainder did not consist 
entirely, or even in major part, of the profits of the idle rich, 
and in order to understand the distribution of income it is 
necessary to abandon the simple-minded division into wages 
and profits which seems to be suggested by Marxian theory. 
Those who are not classed as wage-earners are a very mixed 
lot; they even include shop assistants whose incomes are 
regarded as salaries by the official statisticians ! 

If it is uneSfned incomes which are to be singled out for 
attack, then salaries can be grouped with wages, and presum- 
ably social security benefits, v#ar pensions and the like can 
be added as well, on the ground that the recipients are, in the 
main, wage-earners or salaried people. Wages, salaries, social 
security payinents, etc., accounted for between three-fifths 
and two-thirds of the total in both years. Thus it would 
appear that “ unearned incomes ” can be put at just over a 
third, but even this conclusion would be wrong. For the 
“ unearned ” incomes are still very mixed in character and 
comprise some incomes which are as much earned as wages 
or salaries. Within them are included not only the profits of 
joint-stock companies, debenture interest, rent, and interest 
on the national debt, hut, also professional earnings, farmers’ 
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incomes and the incomes of all sole traders and partnerships. 
No useful conclusions can be drawn until this figure is sub- 
divided, and unfortunately it was not possible to do so in a 
satisfactory way until recently. In previous White Papers on 
the National Income the tot^l was labelled “ rent, interest 
and profits ”, and although there were explanatory notes, 
these tended to be disregarded and false conclusions drawn. 
Government spokesmen might emphasise that increased pro- 
duction was the only way to improve the lot of the common 
man, but it was easy for its Left-Wing opponents to contradict 
this unpalatable fact by referring to" the official figures and 
ignoring the qualifications. Even the label, “ fent, interest 
and profits”, was usually abbreviated to “profits” alone, and 
most profits are supposed to go into the pockets of the very 
rich. If, therefore, “ profits ” still accounted for one-third 
— in debate it often became one-half — of private income, 
only one conclusion could be drawn ; the Labour Ministers 
had “ sold out ” to the bosses and betrayed ‘the working man ! 
There was no need to mention that taxation had not been 
deducted, that savings were necessary, or that the “ bosses ” 
included the farmer who was too poor to employ a labourer 
and the old lady round the corner who kept a sweet shop ! 

In Table I, I have set out the more detailea figures which 
have been made available in the White Paper for 1349.^ 
Professional earnings should, 'in the main, be classified with 
salaries, and the bulk of farmers’ incomes should be regarded 
as earned. The profits of sole traders and partnerships — 
which should long since have disappeared alivost entirely 
that the Marxian scriptures might be fulfilled ^ — are partly 
earned and partly unearned. These small men, however, 
are not usually condemned by Socialists, who are 6ften at 
pains to explain that tl^ey haz^e no quarrel with them. Since 

* Cmd. 7649, April 1749. These figures have been plotted in Chart 3. 

* Cf. the Communist Manifesto : “ The lower strata of the middle 
class — the small trades-people, shopkeepers and retired tradesmen 
generally, the handicraftsmen and the peasants — all these sink gradually 
into the proletariat”. 
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this is SO, it is the remaining items which must Be subjected 
to critical scrutiny. 

Rent, interest and profits were about a quarter of private 


Table I 

PRIVATJS INCOMES BEFORE TAX 



£ million 

Percentages 

Percentage 

Change, 

1838-48 


1838 

1848 

1838 

1848 

(i) Wages , 

1735 

3.975 

33-7 

36-8 

+ 129 

(2) Salaries 

II 10 

1,850 

21*6 

17- 1 

+ 67 

(3) Income of the Armed 






Forces 

78 

246 

1*5 

2-3 

+ 215 

(4) Total earned income 






(i + a + 3) 

2923 

6,071 

S6-8 

56*2 

+ 108 

(5) Social security payments, 






war pensions, etc. 

270 

663 

•5-2 

6’ I 

+ 146 

(6) Professional earnings 

84 

161 

1*6 

1*5 

+ 92 

(7) Income from farming 

60 

248 

1*2 

2*3 

+313 

(8) Profits of sole traders 






and fiartnerships . 

440 

970 

8-6 

90 

+ 120 

(9) Total " mi incomes 

(6 + 7 + 8) 

584 

1,379 

II-4 

12*8 

+ 136 

(10) Rent, dividends and 






interest 

1109 

1,479 

21-6 

13*7 

+ 33 

(ii) Gross additions to 






companies* reserves 

257 

1,215 

5*0 

ii| 

+373 

(12) Total unearned income 






(lO+Il) 

1366 

2,694 

26-6 

24*9 

+ 97 

(13) Tot?J private income 






(4+5+9+12) 

SI43 

10,807 

lOO-O 

100*0 

+ no 


incomes in 1338 and 1348. Of this fraction, a part re- 
presented gros% additions to the reserves of companies, and 
it is the remainder which can be regarded as the unearned 
income of persons. T 4 iat is to say, the owners of capital. 
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apart from farmers and very small business mdh, received 
as personal income nearly 22 •per cent of all private income 
in 1338 and nearly 14 per cent ten years later. As the table 
indicates, these incomes have increased much less than any 
other incomes since before the war. Indeed, the small rise 
of a third, as compared with a doubling of total private 
income, has by no means compensated for the increase in 
prices. The fraction received as rent, dividends and interest 
is still substantial but, apart from the fact that no taxation 
has been deducted, there are two further qualifications of 
some impo^ance to be made. First, a large part of personal 
savings came from these incomes, and it would therefore be 
wrong to suppose that if they were reduced or abolished, the 
consumption of other income groups could be increased 
accordingly. Second, it is not true that “ rent, interest and 
profits ” go in the main to the very rich. The total includes 
interest on the national debt, some of which is held by the 
workers themselves, and even the shareholders are by no 
means always wealthy people ! It is possible to be reason- 
ably precise about this by referring to the statistics for surtax. 
Those with incomes over £2000 a year received less than a 
quarter of rl?^j:ent, interest and dividends in 1846. The 
rest of these incomes wen^'- to people with less than £2000 
a year, a fact which is not as fully appreciated as it ought 
to be. The unearned personal income of the “ wealthy ”, 
defined as those with over £2000 a year, accounted for only 
3I per cent of all private income before tax — a fairl]^ modest 
share, one >^ould have thought, for the monsters of “ mono- 
poly capitalism ”. 

The, final item to be discussed is that which shows the 
gross additions to companies* reserves. These additions have 
increased, over the last decade,* much more than any other 
item of private income; but two complications must be 
borne in mind.* First, no taxation has been deducted and 
the figures for gross additions to reserves therefore include 
large sums which were tiktn away by the tax-collector. These 
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amounted tl) £8y million in 1838 and £670 million in 1348 (an 
increase of 670 per cent) and left £170 million and £545 
million as the net additions to reserves in each year re- 
spectively. Thus undistributed profits rose by 220 per cent 
over the decade, and in 1848 provided much the greater part 
of the private savings which were so badly needed for the 
re-equipment of industry. * Second, in estimating the amount 
of net profits, a deduction has to be made for the depreciation 
of equipment, etc. ; and it is generally agreed that the allow- 
ances permitted for this purpose by the Inland Revenue are 
inadequate, because they are based on the original cost of 
the equipment which is often well below its replacement cost 
at post-war prices. A large part of so-called “ undistributed 

* Wildly exaggerated impressions of the rate of return on capital are 
often derived from the artificial manner in which balance-sheets are pre- 
pared. It is not uncommon for firms to state that they have earned a 
very high percentage on their “ capital ** — say fifty or even more — 
but such statements 'do not mean what they appear to mean. The 
“ capital ” referred to is the nominal value of the 'shares and that may 
be of no more than historical interest. Let us suppose that a company 
was founded in igoo and — to make it easv — that no more shares were 
ever issued. During the last half-century this firm, if it has been success- 
ful, will have added substantially to its capital by meawis of its own 
savings. That is to say, part of its profits will have been ploughed back 
into the firm and withheld from dividends. Thus tly* »-eal value of its 
capital will be very much greater than the original value ot shares issued, 
but it is as a percentage of the latter figure, which is now meaningliess, 
that profits are often expressed in company statements. The current 
value of the shares themselves willH*cflcct, with some imperfection, the 
increased earning power of the company and these figures have therefore 
some meaning. It is partly in order to mitigate this absurd artificiality 
in the accounts that firms are wont to issue bonus shares. Such issues 
do not imply that shareholders are given something for nothing. They 
merely receive certificates reflecting the increase in the Smount of the 
firm's real capital which is due to the thrift imposed upon the share- 
holders themselves. (On all these matters, see Manufacturing Business^ 
by P. W. S. Andrews, p. 68 et seq.) 

It has been argued that shares should not be given any “ par value ** 
at all, since such values are in any case of no significance whatsoever after 
the shares have been offeredi for sali. It would certainly be more accurate 
to label each share certificate as representing a fraction of the company's 
capital — which is all it does. If such a change is not considered feasible, 
firms should at least abandon the practice of expressing profits as a 
fraction of nominal capital and relate them explicitly to audited estimates 
of total invested capit^. Much confusion and ill-will might be prevented 
if this reform were adopted. 
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profits ** must therefore be set aside to meet replacement 
costs and does not represent net saving at all. 

The Revolution in Public Finance 

Under capitalist democracy, the unequal distribution of 
income has been mpdified by progressive taxation and by 
Government expenditure for the particular benefit of the 
lower income groups. Mr. Gladstone held that money 
should “fructify in the pocket of the taxpayer”, but his 
voice sounds faint and distant today. Lord Randolph 
Churchill was horrified By a budget of £90 million, and when 
his economy campaign, which would have made possible a 
reduction of the income tax to 5d. in the £, was defeated, 
he resigned in a rage. The Lloyd George budget of 1909, 
which led to a constitutional crisis, involved an increase in 
expenditure of merely £14 million and the highest rate of 
income tax was to be a trivial is. 2d. in the £. Those days are 
now very remote 3 nd everyone is aware that a great increase 
has taken place in the size of both Government expenditure 
and taxation. What may not be so fully appreciated is the 
magnitude olF the revolution in the tax structure which has 
made it a poy^jfful weapon for the reduction of inequality. 
The revolution has been far too quiet and gradual to stir the 
imagination. There have been no barricades in the street, 
no massacres, no liquidation^. The earlier Radicals and 
Socialists would have been amazed by the achievement, and 
Marx himself might have modified his views and •perhaps 
given up inT disgust, if he had been able to perceive that 
changes of a kind which he regarded as impossible under 
capitalism, were to be carried out in the main by capitalist 
Governments. Worst of all, the peaceful capitalist revolu- 
tionaries made the disastrous mistake of propounding their 
reforms in ordinary English, without Germanic pedantry 
and without any reference to dialectics. With such failings 
they had little hope of winning the support, or even attracting 
the attention, of the Marxian Left. 
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The reiider who wishes to examine the matter in detail 
is referred to a careful study*entitled The Burden of British 
Taxation by Professor G. F. Shirras and Mr. L. Rostas. I 
am much indebted to the authors and the National Institute 
of Economic Research for pe^^mission to reproduce the chart 
on the opposite page. Not all taxes, are included in the 
chart ; in particular general industrial taxes, taxes on 
business profits, protective duties and purchase tax have 
been omitted. Furthermore, the chart relates to earned 
income, and the progressive taxes fell more heavily on un- 
earned income. Nevertheless, it reveals the remarkable 
change which has taken place and no commentary is re- 
quired. We shall now turn to an examination of personal 
incomes by size both before and after taxation. 

The Statistics for Personal Income 

The official statistics for the distribution of personal 
incomes in 1338 and 1847 ’ arc set out iA percentage form 
in the following table and illustrated by Chart 3 (p. 94) : 

Table II 


PERCENTAGE OF PERSONAL INCOME 


f 

1838 

1847 

Income Range 

Gross 

Income 

f Income less 

Gross 

Income 

Income less 


Income Tax 
and Surtax 

Income Tax 
and Surtax 

"(I) 

( 2 ) 

(3) 

(4) 

(5) 

Under £250 

55-5 

59-6 

31-7 

36-3 

Izso-is^o 

15*3 

1 6*0 

34*4 

367 1 

Isoo-liooo 

10-3 

lO-I 

15*6 

14-7 ■ 

£1000-^2000 

6-9 

6-3 

8*3 

' 6-9 i 

£2000-£i0,000 . 

8-1 

6-2 

7*6 , 

4-8 : 

£10,000 and over 

3*9 

1-8 

2*4 

0-6 1 


1 00-0 

lOO-O 

ioq*o 

lOO-O j 


* Cmd. 7371. “ Personal incomes as the name implies, are the 

incomes of individuals. Private incomes ’’’consist of personal incomes 
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To begin with it should be noted that the ^gures for 
income received are divided between ranges of gross income, 
a fact of some importance in interpreting the figures in 


CHART 4 
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Size of income in Pounds 
The Revolution in British Taxation 

columns (3) and (5). In 1838^ for gxample, 10*3 per cent 
of all gross personal incomes went to people who started 
with gross incomes of £soo-£iooo, and after taxation they 

plus the retained incomes of institutions and corporate bodies such as 
joint-stock companies. 
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had lo-i \3er cent of total net personal incomes. Some 
incomes in this group would, however, be less than £500 
a year after deduction of taxes. It is regrettable that the 
official statisticians do not provide figures for the total sums 
of net income corresponding to each net income group. 

The official statistics are also incomplete in that no 
estimate is provided of the number of incomes below £250. 
Before the war, most wage-earners received less than £5 a 
week, and for this reason particular interest attaches to the 
size of this group. Fortunately, an estimate can be made *, 
and it would appear that about 87' per cent of all income 
recipients fell into this category in 1838, and refceived about 
60 per cent of all personal incomes after taxation. The 
remaining 13 per cent of income recipients — who were, of 
course, mainly people of moderate means — received 40 per 
cent of the total. 

These figures provide some indication of inequfality but 
they can still be misleading. Many of those who received 
incomes below £250 were juveniles, pin-money girls, old-age 
pensioners and the like, who were not obliged to support a 
family. Fortunately, a married couple is treated as a single 
individual which removes one difficulty, but it would be 
desirable, if it were possible, to make furtfier adjustments 
and to turn the figures into estimates for families. A rough 
guess can be made with the aid of some Ministry of Labour 
data on numbers of dependants ; and it may be concluded that 
roughly^ four-fifths of all families had incomes below £250 
in 1838 and received three-fifths of personal incomes after 
tax. It must be noted, however, that if the family incomes of 
workers were often increased by the fact that there was more 
than one earner in the family, this involved additional* labour. 
It is impossible to divide people into categories, which are 
satisfactory from all points of view, but it seems appropriate 
that both the distribution among income recipients and the 
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distribution among families should be considered^ 

A comparison of the figures for 1838 with those for 1347 
is rendered difficult by the change in the value of money. 
The decline, in the latter year, in the share of income going 
to those with less than ^£250 does not imply, of course, a fall 
in the share of the wage-earners. It reflects rather a rise in 
money wages and tfie translation of many workers into the 
higher grades. If the share of gross incomes of less than 
£500 is considered, it will be seen that it has remained 
fairly constant after tax. On the other hand, the share of the 
higher incomes (£2000 and over) declined in the case of both 
gross and nAt income. 

Only direct taxation has been deducted in this table and 
there is no official estimate of the incidence of indirect taxa- 
tion. Furthermore, allowance should also be made for social 
security contributions and the charges imposed by local 
authorities. Mr. T. Barna * has made a mpre comprehensive 
estimate for i 837 l and without plunging the reader into a 
mass of statistics, his conclusions may be summarised. In- 
direct taxation in total — though not necessarily every 
indirect tax taken separately — is regressive ; that is to say, 
the proportion of income paid as indirect taxation is greater 
in ^he case oi^ower incomes than in the case of higher. 
But in attempting to estimate the effect of Government 
finance on the distribution of -income, allowance must also 
be made for the fact that part of total Government ex- 
penditure is specifically designed to benefit the lowej income 
groups. Mg. Barna concludes that the total amount paid as 
taxation by those with less than £5 a week came back to the 
same class in the form of benefits of one kind or another 
which ^vere supplied by the state. The benefits, indeed, 
appear to have been a little greater than the taxes. 

In the light of this information, the complaints of the 
well-to-do which were so customary before the war can 
scarcely be allowed to pass. They were not in fact despoiled 

* Redistribution of Incomes^ p. 225 et seq. 
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in order to provide social services and the like for the workers ; 
the lower income group paid /or what it got. Nevertheless, 
the structure of British finance was markedly progressive in a 
different way, for the middle and upper classes paid the entire 
cost of administering and defending the country, and thus 
provided the services and the security enjoyed by rich and 
poor alike. As Mr. J. R. Hicks has observed : 

“ This was itself a great social achievement, whose 
magnitude will be appreciated when it is remembered that 
the general practice of most comijnunities in the past has 
been for the State to be supported almost entirely by con- 
tributions levied mainly on the poor.” ^ 

The author is not aware of any estimate on similar lines 
of the incidence of indirect taxation for a post-war year, and 
it is doubtful whether there is enough basic data on personal 
expenditure to p^mit of any reasonable calculatic^. The 
broad trends, however, are clear enough. » In 1838, indirect 
taxes provided 57 per cent of all tax revenue, central and 
local ; in 1848, about 52 per cent. If subsidies are deducted 
from indirect taxes, the proportions become 54 ^per cent and 
under 40 per cent for the two years respectively. These 
figures in themselves afford some indication of the increased 
progressiveness of the tax structure.^ 

Are there Two Nations? 

What broad conclusions can be drawn from these figures ? 
Apparently it makes some difference whether one starts from 
the bottom of the scale or the top. Starting at the bottom, 
one notes the disproportionately small share of income 
received by those with less than £250 per year. Starting 
at the top, one is, I thinks impressed with the fact that, 

* The Social Frametoorkt p. 188. 

* Mr. Dudley Seers has made an ingenious atteippt to derive con- 
clusions from what information is available in an interesting study 
entitled ; Changes in the Cost of Living and the Distribution of 
Income since I 83 ^» 
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although the rich received a disproportionately Urge share, 
their share was a modest proportion of all personal incomes 
— indeed very modest if it is only the large unearned incomes 
which are resented. The apparent conflict between these 
conclusions is important and calls for further examination. 

The class with gross incomes above £2000 received about 
per cent of all personal incomes after tax in 1338 and 5*4 
per cent in I847. If these wealthy people — including, in 
the latter year, the Labour Ministers — had been led to the 
scaffold and their incomes redistributed, nearly 7s. a week 
would have been available per head for the rest of the 
working population in both years — on the assumption that 
total output did not fall as a result of the executions. Accord- 
ing to Professor Bowley, average male wages were 69s. a 
week in October igsS, and 128s. in October I 847 ,^ so the 
bonus resulting from redistribution would not have been 
a very large proportion of earnings. (It would now be the 
equivalent of about two packets of twenty cigarettes — only 
two days’ smoking for a large number of people.) Further- 
more, apart from the fact that the flow of savings would 
have been reduced by a measure of this kind, it is most un- 
likely that the total volume of output would have been so high 
in I838 if there^ifed not been a few glittering prizes to attract 
ambitious men. The pn^t-es were smaller and duller in 
1847 , it is true, but we might .have been better off if this 
had not been so. In general there is much to be said for 
offering a few large rewards as a means of calling forth 
greater efforts, as the Soviet Union has recognised long since. 
“ Petty bourgeois equalitarianism as the Russians term it, 
may make everyone worse off. It is only when the large 
incomes •absorb a great proportion of what is available that 
serious objections can be raised ; and this was not the case 
either beforft the war or since. 
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Nor wfcs the number of individuals in these upper ranges 
large. Although there are np figures for the amount of net 
income received by people in each net income range there 
are official estimates of the numbers. In 1838-39 there were 
75,000 incomes above ^2000 a year; in ig 45-46, 35,500. 
What is still more striking is the small number of really 
wealthy people. In the earlier year there were only 7000 
incomes of £6000 or more and in the later there were 
only 45. 

In The Socialist Case, Mr. Douglas Jay delivers a 
vehement attack on the British economy. At one stage he 
points with indignation to the proportion of incbme received 
as “ rent, interest and profits ” and does not allow his 
indignation to be calmed (i) by deducting taxes, (2) by 
examining the real nature of “ rent, interest and profits ’* or 
(3) by reflecting that some of the incomes in this category 
were quite modest. At the next stage he grows very angry 
over a table which shows the distribution of personal 
incomes, and the reader must continue for several pages 
before he discovers a casual admission that no taxes have 
been deducted. Apparently all is grist to the socialist mill ; 
but in the end, when he attempts to put forward constructive 
proposals, Mr. Jay becomes more moderaflfeVand since his 
views may be regarded as representative of those held by the 
better informed Socialists, they deserve close attention. The 
need for inequality in earned incomes is conceded, and it is 
pointed out that although some of these incomes may be 
large, they do not “ add up to a significant proportion of 
the national income Nor does he stop here, for he says 
that “ it is not profit as such that Socialism should seek 
to remove On the contrary : 

“. . . the imagination and initiative required to start a 

new venture are essentially the qualities which private 
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enterprise is best fitted to show. Here is private enter- 
prise at its best : and if it^is allowed to operate at its 
best, it must be allowed in this sphere to make profits as 
well as losses.” 

(A magnanimous concession !)^ Private property as such is 
not to be abolished and private saving is not to be prohibited. 
The storm and fury have passed and Mr. Jay has become 
reasonable again. His readers can amuse themselves by 
trying to decide how much of his earlier onslaught on 
capitalism is consistent ;with his subsequent concessions. 

The crux^of the matter seems to be inheritance. 

“ Socialists have been mistaken ”, says Mr. Jay, “ in 
making ownership of the means of production instead of 
ownership of inherited property the test of socialization. 
... It is not the ownership of the means of production 
as suck, but the ownership of large inherited incomes, 
which ought to be eliminated.” ' 

This is all that remains of the original charge against private 
enterprise under the heading of inequality of income. Is it 
weighty enoifgh to warrant execution ? 

Half of all gr^ss incomes assessed for surtax (^£2000 and 
over) is derived from propw'rty ^ ; and these large property 
incomes added up to about 2J per cent of all personal incomes 
after tax in I 847 * Of course’ nof all the property from which 
these incomes were derived was inherited capital, so that 
even this small fraction of incomes does not stand completely 
condemned. Unfortunately there is no information as to the 
division of capital between inherited and saved, but lef us 
suppose that three-quarters was inherited. On this assump- 
tion about 2 per cent of all personal incomes fell into the con- 
demned category, while about qS^per ce^nt escaped ! It would 
be quite wrong to suppose that this was mainly the result 

' Op. cit. p. i95r 

* Ninety- First Report of the Commissioners of the Inland Revenue, 
Cmd. 7738, tables 39 and 40.. 


105 


H 



MODERN CAPITALISM AND ECONOMIC PROGRESS 


of redistrioutive taxation ; even before deducting taxes over 
96 per cent of personal incon?es would have passed muster ! 

It may be objected that this definition of a large income 
as one over ^£2000* before taxation is unacceptable, but the 
choice made above has not been entirely undeliberate. Any 
dividing line of this kind fnusr admittedly be somewhat 
arbitrary, but in socialist propaganda it is customary to 
contrast the extravagance and luxury of the rich with the 
miserable hardships of the poor. “ The wealthy ” in these 
descriptions are clearly the very wealthy. They drink 
champagne while the poor lack milk ; they have town 
houses and country houses ; they belong to the most ex- 
pensive clubs ; they have one or two costly cars ; and they 
bask in idleness on the Riviera while the wage-slaves, hungry 
and half-naked, toil to provide them with the incomes they 
so ill deserve ! To say the least of it, it is only those with 
£2000 and over who need be considered as plutocrats in 
the sense in which the term is normally employed by 
Socialists. Those who earn between £500 and £2000 a year 
are merely the drab middle class. 

On the basis of the figures given above it**is clear that 
the share of total income received by the plutocrats, even 
before the deduction of personal taxes, is ^ar smaller than 
is usually believed ; and the scope for redistribution as 
between rich men and workers is therefore modest. If 
substantial sums are to be obtained, it is necessary to turn, 
not only to the rich, but also to the middle class. In 1838, 
people with incomes between £500 and £2000. amounted to 
only 4 per cent of all income recipients but they received 
16J per cent of net personal incomes. The facts are obvious 
and indisputable and their prolonged neglect may be partly 
attributed — like so many intellectual follies — to the influ- 
ence of Karl Marx. Marx believed that as capitalism tottered 
towards its collapse the middle class would be submerged 
in the proletariat until there were only two^ classes, the big 
capitalists and the workers, the exploiters and the dis- 
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possessed, confronting each other in glowering hostility. In 
feet, it is not so much a “ conflict ** between the millionaire 
and his valet as between the general practitioner and the 
man who comes to mend his drains, bet\feen the prosperous 
owner of the small shop and his working-class customers, 
between the Communist professor and the common-room 
servant, between the engineer and the unskilled labourer, 
between the Socialist M.P. and his constituents. If there 
is to be a class war, it is the “ petty-bourgeoisie ”, and not 
merely a handful of plutocrats, who should receive the 
workers’ bullets. Thaf such a war would be extremely 
foolish and ^mutually destructive is clear enough. That 
it has never been openly declared by the Left is also 
significant. It is true that the middle class has been heavily 
taxed, but it has not been told that socialism implies its 
elimination. Perhaps the Socialists do not wish to eliminate 
the middle class, but, if not, they should fqllow the example 
set at times by Sir Stafford Cripps and cease to pretend 
that there is a large amount of unjust inequality in the 
distribution of income which they will remove. As it is, 
the attack ft confined to “ the plutocratic capitalists ” 
who are too few to matter ! Of course, a more consistent 
poliqy would involve the Joss of too many votes, and it is 
safer to shout the war-cries of a mythological conflict and 
thus acquire support for quite different and irrelevant policies. 

This situation is not new. Even before the war it was 
misleading to talk in Disraeli’s phrase about “ the two 
nations ”, the rich and the poor. British society — and 
American society for that matter — did not consist of two 
classes, but rather of a long line of income grades with the 
number^ in each grade declining sharply as income per head 
increased until, at the top, both,the numbers and the share 
of total income became very small. The facts have been 
there for anyonq to see who cared to look at them with an 
unbiased mind. What they show may appear dull and dis- 
appointing to the revolutionary but that cannot be helped. 
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Unearned Income and the Middle Class 

The payers of surtax reeeived unearned income to the 
value of £337 million before tax in 1846-47. That is to say, 
the “ wealthy ”, in' this sense, got about one-fifth of all un- 
earned income, while the rqpiaining four-fifths went to the 
“ middle class This fact may appear surprising. It is 
generally known that very high incomes are often mainly 
unearned, and there has been a strange tendency to conclude 
from this that most income from property goes to the rich. 
The conclusion is a complete non sequitur and it is disproved 
by the facts. The vast bulk of unearned incoine went to the 
middle group to which most socialist M.P.’s and intellectuals 
themselves belong. What is more, it is this group which 
owns the greater part of inherited property. 

It does not follow, of course, that the incomes of the 
middle class must not be touched ; they receive rather more 
than a touch from the tax-collector at the present time ! 
Nor is it the author’s intention to suggest for a moment that 
the existing distribution of income and capital is all that it 
might ideally be made. No doubt there arc incomes from 
inherited property within the middle grade wfiich would be 
difficult to justify. One is seriously handic^ped in attempt- 
ing to make any further statements by the deplorable lack of 
statistical data, which could be slightly remedied if the tax 
returns received by the authorities were tabulated in more 
detail, if only for one year. All this is conceded but the 
basic conclusions remain. It is not true that the country is 
divided into two groups, the wealthy capitalists and the 
workers, and it is not in the least high-minded to talk as though 
this were the case. It is neither moral nor responsible to 
pretend to be on the side of the underdog and to foment 
class war, which may» destroy democracy and create a new 
class of privileged dictators. 

Further redistribution may be thought, proper, and the 
more appropriate methods will be mentioned in the next 
chapter, which is concerned with the inequality of capital. 
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But the Standard of living of the bulk of the people will 
depend in the main upon otheft factors. The major cause of 
avoidable hardship before the war was unemployment — 
not so much because of the loss of poteiftial national output 
but rather because some individuals were condemned to long 
and bitter spells of idleness, it this can be prevented in the 
future the wor'st evil will have been removed, and further 
advance will depend upon rising productivity. The different 
classes in the country will gain far more by working together 
in good-will than by snarling at each other and grabbing at 
what the other has. Between 1314 and 1337 average real 
working-clasi earnings in the United Kingdom increased by 
a third, a rise which may be compared with the modest 
fractions quoted above in discussing the share of the rich. If 
output per head can be increased by 2J per cent per annum, 
as is contemplated in the Four-Year Plan, this will give 
the natidn as much in a single year as cpuld be achieved 
by confiscating all* large incomes from inherited property. 
Moreover, if this rate of increase can be maintained real 
wages will be doubled in twenty-eight years ; and nothing 
like this couW be done by means of redistribution, as can be 
seen by making another simple calculation. For i 847 > total 
perspnal consumption divided by the number in the working 
population works out at £7 : is. a week. (Expenditure out 
of expenses allowances and sirnis withheld from the tax- 
collector are included in this amount, so one possible 
objection to the preceding figures is met implicitly,) For 
October of the same year. Professor Bowley’s figure for 
average male wages is : Ss.aweek, and it is usually assumed 
that practically the whole wage-packet is spent. That is to 
say, if the consumption of every member of the working 
population had been exactly the^ame,^it would have worked 
out at 13s. a head more than average male wages, a difference 
of about one-teyth. Of course some wages fell below this 
average, but it is also true that there was usually more than 
one earner in a working-dass family. (In 1838 there was if.) 

109 



MODERN CAPITALISM AND ECONOMIC PROGRESS 


Thus even the most inconceivable degree of equality — 
which would soon have defeated its objective by leaving too 
small a margin for the skilled worker and the salary-earner, 
as well as the farnier and the business man — would have 
resulted in far less gain than is offered by increased pro- 
ductivity. It is on the latter tfiat wc must count, and nothing 
will do more to hold down productivity and the standard of 
life than ill-feeling and suspicion. Those who seek to foment 
class antagonisms are in no sense the friends of the working 
class ; it may be their own careers they are advancing as 
future commissars. 

Inequality in the U,S,A. and the U,S,S.R. 

In concluding this chapter it may be of interest to refer to 
the statistics for income distribution in the U.S.A. and the 
U.S.S.R. The data for the latter country are notoriously 
inadequate, but sufficient exist to make possible sofne broad 
comparisons. • 

In his elaborate study of The Structure of Soviet IVages, 
Professor Abram Bergson has compared the figures for 
wages in U.S. manufacturing industry in 1304 ^ith those for 
the manufacturing industry of the U.S.S.R. in 1328. (The 
different dates are chosen because he wishes to compare the 
countries at what he believes to be a similar state of develop- 
ment.) The comparison shows* roughly the same degree of 
inequality in both countries and he concludes that “the results 
must be regarded as (further) support for the conclusion that 
Soviet wages varied in accord with capitalist piinciples 

The result is interesting but it relates only to wages, and 
the higher incomes are omitted for both countries. Else- 
where however, he provides figures for the combined wage 

* The Structure of Soviet Wages, p. 96. The figures for the U.S.S.R. 
are taken from official data. No-one who reads the book will be left with 
the impression that Professor Bergson is anti-Soviet. 1 

* Op. cit. p. 123. I am indebted to the Harvard University Press for 
permission to use Professor Bergson’s estimates and to make some 
quotations from his book. 
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and salary bill of industrial workers in the U.S.S.R. in 1834 
from which the following table can be constructed : 


Table III 
U.S.S.tt., 1834 


Incomes ranked 
from Lowest to 
Highest 

Per Cent of Total 
Wage and Salary 
Bill 

Lowest fifth 

7*8 

Second /, 

12*8 

Third „ 

16-7 

Fourth ,, 

22*4 

Highest ,, 

40-3 

Total . 

lOO'O 

1 


Professor Berggon does not attempt to compare these 
figures with any available for the U.S.A., but it is suggestive 
to set down some official estimates : ^ 


Table IV 
U.S.A., 1847 


Family Units 
ranked from 
Lowest to Highest 

Per Cent of Total Income 

Before Tax 

After deduct- 
ing Direct 
federal Taxes 

Lowest fifth 

4*0 

4-3 

Second ,, 

9-8 

1 0*4 

Third „ 

15-4 

1 6-2 

Fourth „ 

22-6 

22-8 

Highest „ 

48*2 

46-3 

Total . 

1000 

1 00-0 
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The tables are not, of course, directly comparable. The 
former relates to wages and salaries, the latter to “ family 
units, i.e, related persons living in one dwelling and single 
persons living aloiie. The former covers only part of the 
economy, the latter is morq comprehensive — although it 
excludes income in kind, such as food produced and con- 
sumed on farms. A number of other adjustments would 
have to be made before any precise conclusions could be 
drawn. In particular it would be necessary to deduct state 
income tax and all indirect taxation from the American 
figures, and all taxation from the llussian figures. If this 
were done, the result might become less favourable to the 
U.S.S.R., where the tax structure was highly regressive.^ 
Allowance should also be made for the shops with special 
prices which existed in the U.S.S.R., and for rationing. Some 
of these arrangements were designed to favour the workers, 
some the well-tordo, and it must be recalled that 'the non- 
monetary privileges of a high position ate of great import- 
ance in Russia. 

In spite of these difficulties the two tables are suggestive. 
The lower two-fifths got a larger share in the tJ.S.S.R. and 
the top fifth a smaller one, but in the may;i the similarities 
are more striking than the differences. The Soviet figures 
do not, of course, include anything like all the high incomes 
in the country whereas the American figures do. In Russia, 
it is the higher officials, the senior officers, the artists, the 
engineers and the shock workers who receive large incomes, 
and only the incomes of the last two groups aitj included in 
the table. Furthermore, there has been a marked increase 
in inequality in the U.S.S.R. since 1834 with the growth of 

* In 1734, turnover taxes in the U.S.S.R. yielded 30 billion roubles 
as compared with a trivir.l 2 billion collected as income tax, i.e. the 
former brought in 94 per cent of the total. (Bergson, op, cit. p. 49.) 
Sales and excise taxes accounted for only one-sixth of all taxes collected 
in the U.S.A. in 1747. Communists usually try to (k:fend the regressive 
nature of Soviet taxation on the ground that this feature is of little 
importance when gross income is fairly equally distributed ; but it is 
not so distributed in the Soviet Union. 
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the Stakhanovite movement and the tremendous emphasis 
on bonus payments of all kinds. 

Whether or not more comparable statistics would now 
reveal any greater equality in the U.S.S.R. than in the U.S.A. 
it is impossible to say, but one thing is clear. The figures 
do not reflect the .alleged differences between a socialist 
classless society and a plutocratic capitalist economy which 
the Communists, with more regard for the Party Line than 
the truth, are at such pains to emphasise. 

A final reference may be made to Bergson’s detailed 
figures which divide wages and salaries into groups according 
to size. The income at the bottom of his highest group for 
1734 is twenty-eight times the income at the top of his 
lowest group, and the full range of inequality must have 
been greater than this. Further information can be obtained 
from other sources, and the Soviet income-tax schedules are 
instructive in themselves. In 1740, for, example, rates of 
tax were quoted for annual incomes ranging from anything 
over 500 roubles to 300,000 roubles and more. Nor did 
taxation remove even the more glaring differences. A pro- 
fessional nfln with just over 300,000 roubles paid 100,000 
to the tax-collector * and was left with a net income about 
fifty times the average ii^come in that year. By way of 
comparison, there were only forty-five net incomes of £6000 
or over in the United Kiifgdoln in 1745-46, and this figure 
of £6000 was only about twenty times the average personal 
income after taxation of all kinds had been deducted. 

It may t)e held that nothing can be learned from the 
Russian income-tax schedules because no-one may in fact 
have earned the higher incomes, but the objection is scarcely 
convincing. To begin with, if the U.S.S.R. were really as 
equalitarian as her agents abroad wpuld have us believe, it 
would surely be singular if her Government, which is said to 
be so rationalfin its methods, wasted its time in devising 
rates of tax which would never be paid. Furthermore, the 

* Baykov, Sctnet Economic System, pp. 381-3. 
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Russians themselves have admitted that very high incomes 
are earned, and their press his frequently boasted about the 
new Soviet millionaires. What is true of industry is also 
true of the armed services. A Russian lieutenant gets one 
hundred times as much as a Russian private and a Russian 
colonel gets two hundred and forty time.s as much.* Anyone 
who has come into personal contact with the Russian army 
and observed the tremendous emphasis on caste will find it 
difficult to take altogether seriously the complaints of the 
British Communists about the class divisions in our own 
forces. 

The Soviet Union has certainly taken to heart Stalin’s 
famous denunciation of equalitarianism in 1731. Before the 
war, three-quarters of all industrial workers in heavy industry 
were on piece-rates and those who worked hard earned more 
and were honoured for it. British workers, on the other 
hand, have always been suspicious of piece-rates and 
accurate time-fixing. Their usual objective is to obtain a 
rate which will enable them to earn what is regarded as 
reasonable without too much effort. Even when they could 
produce more and earn more by doing so, they prefer too 
often to go slow ; and a “ scab ”, who brea^ the customary 
rules, can expect to lead an unpleasant life. There is no 
such nonsense in the U.S.S.R. — not, at least, in so far as 
the Party and the trade unions cah prevent it. The latter, of 
course, have long since been deprived of the usual function 
of fightijig for higher wages. They can still seek to improve 
the workers’ lot a little by securing better welfare facilities, 
but their primary function — which must appear novel to 
their British colleagues — is to increase productivity ! ^ 

In general it would probably be unfair to criticise the 
U.S.S.R. on the groqnd that the distribution pf income 
among the “ free ” citizens is very unequal. In some 



INEQUALITY OF INCOME 

respects, perhaps, the Soviets have gone too far for Western 
susceptibilities. The British ^public, for example, would 
scarcely approve of the arrangement, which persisted even 
in war-time, by which the well-to-do in Russia could buy 
such scarce commodities as meat off the ration. In the 
United Kingdom, by contrast* even sweets were rationed ! 
By and large, however, the Russians have merely come 
to terms with human nature and economic reality. No 
doubt, the masses will benefit more in the end than they 
would have done with greater equality and corresponding 
stagnation. 

“ There is no question writes Mr. Davies, “ but 
what human nature is working here the same old way. 
There are many indications of it. The bureaucracy all 
live very well and many have their country houses, or 
dachai in the country. Many of the workers are earning 
more money by reason of the piecework system which is 
being installed to speed up industry. There are luxury 
shops in the streets here in profusion . . . ; the old 
biological urge stimulating both women and men to acquire 
capitalistic money more than somebody else in order to 
indulge themielves in luxuries.” * 

Forced Labour in the Soviet Union 

The more idealistic Socialists may be shocked by the 
complete abandonment of equalitarian principles in the 
U.S.S.R., but most people, I imagine, will accept •the fact 
tolerantly eflough with no more than a shrug at the realities 
of economic life. After all, it is primarily the concern of the 
Soviets^ themselves, and we could leave it at that were it not 
for two other considerations. 

First of all, it is insufferable that Communists in the 
democratic countries should be able to enlist support for their 
policies of wrecking and sabotage by pretending that the 



MODEHN CAPITALISM AND ECONOMIC PROGRESS 


Soviet imperialists have a great respect for equality.* It is 
most important that this deception should be stopped ; and 
it could be stopped if the democratic Governments were to 
present more fully the facts in their own possession. The 
Labour Party’s campaign against communism in this country 
would be far more effective* were it not for the general 
ignorance about these matters which the Party spokesmen 
could so easily remove. 

The second consideration relates to internal Russian 
affairs. When the minimum rights of human beings are so 
cruelly denied by the institution of forced labour it is no 
longer fair to say that it is none of our business'and to pass 
by on the other side. The introduction of slavery in the 
most literal sense represents so great a relapse towards bar- 
barism that the civilised world can scarcely be expected to 
maintain an attitude of tolerance or indifference. On this 
subject it is as wejl to appeal to authority, so I shall confine 
my own comments to a minimum and ‘quote, with kind 
permission, from a statement made by the Under- Secretary 
of State for Foreign Affairs in a Labour Government, 
who has set his colleagues an admirable example in plain 
speaking. 

In a speech delivered before a Committee of the United 
Nations in Paris on October 15, 1.848, Mr. Mayhew referred 
to “ the hunger and exhaustion itnposed as a deliberate act 
of State policy on the armies of slave workers in the Soviet 
Union ”, He went on to say : 

” It can no longer be denied that the Sovifet Union is 
making use of large numbers of prisoners as forced labour 
in conditions denying to them the basic human rights ; 
that these human beings, once deprived of their liberty, 
are maintained in conditiofts of wretchedness and under- 

In giving instructions to Communists as to how they should behave 
inside the trade unions in non-Communist countries^ Lenin told them 
“ to resort to all sorts of devices, manceuvres and illegal methods, to 
evasion and subterfuge ** {Left-Wing Communism, chapter vi). This 
advice has been accepted wholeheartedly. 
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nourishment ; that under the cloak of arrest for crimes 
and other offences against tjie regime, the Soviet Govern- 
ment has acquired for itself a vast body of cheap labour 
utterly without rights. That, in short, the Soviet Union 
has instituted a slave system recruited from among its 
own citizens which in scop6 has no parallel in history. 

“ These, Mr.*Chairman, are serious charges.. If they 
were substantiated, indeed if only a small fraction of them 
were substantiated, they would prove to the world that 
Soviet claims to having established a high degree of 
civilisation to replace a previous oppression, to have 
instituted a workers’ paradise, to have secured human 
rights and a monopoly of progressive political thinking 
and action, these are founded on a shameful fraud. 
Unfortunately, however, there appears to be most serious 
evidence to support the belief that such a slave system does 
inde^ exist in the Soviet Union. In^the Soviet Union 
vast industrial complexes have been set up. Roads have 
been built through undeveloped territories ; great canals 
have been cut ; minerals have been extracted from the 
soil in ititreasing quantities. But there is also a terrible 
and overwhelming volume of evidence that these works 
have been made possible in part, even in large part, by 
the creation of a vast class of slaves made to work long 
hours, paid, if paid at «11, only a fraction of the proper 
wages ; maintained as domestic animals are maintained, 
only for what they can produce. The system, it ^s alleged 
and testified to by an increasing number of its victims 
who have survived and escaped, has become an integral 
part of the Soviet economic system, without which, indeed, 
the fegime would face great difficulties. 

“ Any reasonable opinion, Mr. Chairman, would accept 
from the mass of evidence available a figure of millions 
in Soviet fojrced labour camps. If we put the estimate 
as low as 5 million we find that about 2 per cent of the 
population is engaged in collective labour. 
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“ In certain areas in the Soviet Union, notably in the 
Far North and the Far E^st, the M.V.D. appears to be 
almost in sole charge of the administration. They have 
to maintain large staffs of technicians to cover the many- 
sided activities for which they are responsible. It appears 
that the population of thesfc areas almost entirely consists 
of persons who have been deprived of their liberty. The 
M.V.D. also uses other kinds of employees but mainly to 
maintain the elaborate organisation necessary for the con- 
trol of the enormous number of slaves involved. One of 
the main tasks of the M.V.D. in these, and no doubt in 
other regions, appears to be deportation, resettlement and 
exploitation of prisoners. 

“ Mr. Chairman, if the great body of evidence on 
Soviet Forced Labour that is now available to us has any 
meaning at all, it means that there exists in Soviet Russia 
a monstrous system of oppression, which makes a vnockery 
of the claim that that country is a democratic or social- 
ist state. It bears out the truth — that for democrats, 
socialists and working men and women the world over 
Soviet Russia provides not an example, a deadly 
warning.” 

No-one can say exactly how many are employed* on 
forced labour by the Soviets, and the estimates range from 5 
to 20 million, depending in the ntain on the number of cate- 
gories included. The lower figure of 5 million is probably 
more appropriate if attention is confined to concentration 
camps of the very worst kind, but it is too low*’ if prisoners 
of war, deportees, and those Asiatic tribes which took ill to 
Soviet colonial policy, are included.* The latter groups may 
not be treated quite so badly as the first category,* in the 
sense that an old-fasIyoned*slave was better off than the 
inmates of Belsen or Buchenwald. But they are slaves 
nevertheless, entirely at the disposal of M.V^D. and utterly 
without civil rights of any kind. Whatever the correct 
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statistics may be, it cannot be doubted that millions of 
people are living in such conditions — indeed as much can 
be inferred from a book edited by Mr. Vishinsky himself.® 
That is all we need to know. When the Under- Secretary 
of State made his speech he had at his disposal not merely 
published data but also the •information available to the 
British intelligence ’departments.^ If there are still any 
sceptics — apart from those whose political ambitions oblige 
them to close an eye — they would do well to reflect upon 
that fact. 

Whatever defence there may be for the more usual forms 
of inequality in the U.S.S.R., there can be no excuse for 
forced labour. It is this which represents the final abandon- 
ment of all the ideals for which Socialists and radicals 
of every description have always striven. The gap which 
separates these miserable creatures from the Soviet upper 
class is far greater than that which separates the wealthiest 
handful of Britisl\ or American capitalist^ from any group 
of workers in their respective countries. In the Socialist 
Fatherland there is more bitter inequality than in any of the 
great capiulist economies, even including their colonial 
territories overseas ; and its supporters elsewhere, who seek 
to cover up and ignore the unpleasant facts of forced labour, 
have sacrificed all claim to the respect of decent men. 
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INEQUALITY OF CAPITAL 

The national capital is distributed much more unequally 
than the national income. According to the calculations of 
Mr. H. Campion, which are based on assessments for death 
duties, nearly three-quarters of all adult persons' did not own 
estates worth more than £ioo each in 1.836.' Between them, 
they possessed only 5 per cent or less of the national capital 
and all the rest was owned by the more fortunate one-quarter. 
There is a great deal of evasion and under-assessment with 
regard to small estates which are anywhere near thi exemp- 
tion limit, and the statistics must not, for this reason, be 
taken at their face value. But when all reasonable allowances 
have been made, it may be assumed that appreciably more 
than nine-tenths of the national capital was o\srned by one- 
quarter of the adult population. What apoears even more 
striking is the fact that about i per cent possessed over «half 
the total. 

As with the distribution of income, it can be misleading 
to compare percentages of people with percentages of 
estates ^ind leave it at that. The size of the estates must 
also be mentioned lest the number of the wealthy and their 
share of the national capital be exaggerated out of all reason. 
The propertied one-quarter were practically all small people 
with estates worth between ^£100 and £5000 per head. 
Even the top i per cent referred to above did not consist in 
the main of very wealthy people, and it may be well to 

* Public and Pnvate Property in Great Britain, The calculation is 
made by multiplyin^if the assessments by the reciprocals of appropriate 
death-rates. 
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quote Mr. Campion’s subdivision of that figure : about 0*6 
per cent of all adults owned estates worth between £10,000 
and £25,000, which accounted for 16 per cent of the national 
capital ; one-third of i per cent came within the range 
£25,000 to £100,000 and held just over one-fifth of the total ; 
finally, at the very top, a smalf fraction of i per cent owned 
just under one-fifth of the national capital. 

The reader must decide for himself the size of estate 
which he regards as unreasonable. It is certainly wrong to 
imply, as some socialist writers seem to do,* that the vast 
bulk of the national capital is owned by a few plutocrats 
who can afjord to live in the kind of luxury normally 
described by the Left. What can be said is that the very 
wealthy (capital of £100,000 or more) owned something like 
20 per cent of the total — or, say, a quarter if one draws 
the line some distance below £100,000. Or, to put it 
differently, the substantial middle class (£25^,000 to £100,000) 
together with the •wealthy (over £100,000) possessed about 
two-fifths of the national capital between them. That was 
bad enough but there is nothing to be gained by so exaggerat- 
ing the eviWiat only the most extreme remedies, which may 
well be worse than the disease, appear to be appropriate. 

The Significance of Unequal Ownership 

(i) The effect of capital ownership on the distribution 
of income has been discussed above, and the arguments need 
not be repeated. It will suffice to note that rent, dividends 
and interest •accounted for under a quarter of total private 
incomes before the war and for only about 14 per cent in 
1848 (before deduction of personal taxes). Thus the effect 
on incohie of the great inequalities of capital ownership 
was confined to a fraction of total income. It is for this 
reason that the unequal distribution -of income, even before 
taxation, is less /narked than one might expect from a study 
of the figures for the distribution of capital. 

* E.g, Jay, op. cit. chapter iv. 
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(2) The ownership of capital provides a form of security 
as well as an unearned income. It is always possible for 
individuals to live on capital during a period of crisis in their 
personal affairs ; and it would certainly be desirable for as 
large a proportion of the nation as possible to enjoy the degree 
of independence which this implies. This is, in fact, one of 
the objectives of a property-owning democracy. 

(3) Apart from its effect on income, the unequal dis- 
tribution of capital fosters a concentration of economic 
power. Those with large sums at their disposal are clearly 
in a better position to obtain control of important business 
concerns than those who have no more to offlbr than their 
ability. Not only is this inequitable, but it means that the 
selection of leaders may be on the wrong basis ; and the 
position may be particularly unsatisfactory when the capital 
is inherited. Most people would consider that in the latter 
case there is mqre inequity, and there is certainly much 
greater danger that the economic power- will fall into the 
wrong hands. A man who accumulates a large fortune 
during his life is likely to have sufficient ability to warrant 
his possession of the power which his fortune Cbiiveys ; but 
his son may be a fool who ought to be sweeping the streets, 
not sitting in a director’s chair. 

The consequences of this form of inequality would, 
indeed, have become intolerable lung ago but for the develop- 
ment of an elaborate credit structure. The small man with- 
out much capital can borrow and then build up his own 
capital out of his savings. The owner of capital, for his 
part, may simply purchase bonds, which will give him an 
unearned income but no control over the use of his capital. 
Alternatively he may buy shares, and although he will then 
have a right to intervene in pianagement, he may not choose 
to exercise this right. ' 'His shares may, indeed, be scattered 
over so many companies, that he may have^little say in the 
policy of any one. Before the war it was not economical to 
float a public company with a sh^re capital of less than 
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^£200,000, and most firms were, of course, above the minimum 
size. A very large personal fortune was therefore necessary 
in order to own over half the shares and control a company, 
and most capitalists were inclined, in any case, to spread 
their risks by holding shares in several companies which 
reduced correspondingly thei^ power of control. Even if 
the capitalist does concentrate his holdings, he may be 
content to sit back and interfere very little. Much stress 
has been laid on the divorce between ownership and manage- 
ment in the modern joint-stock company,^ but I do not 
think it has been emphasised sufficiently that this develop- 
ment goes sf long way towards mitigating the evils of an 
unequal distribution of capital. The owner of a large 
fortune may not choose to exercise the power at his disposal 
although he will be prepared to incur the risks involved in 
allowing others to use his capital ; the executive, who may 
begin with no capital and may subsequentjy acquire only a 
little, can control enormous assets which belong to others. 

The Taxation of Wealth 

The prifite ownership and control of capital is one of the 
foundations of democracy. If the ownership is felt to be too 
much concentrated, steps should be taken to mitigate the 
evil and encourage the growth of smaller properties. This 
is th’e essence of a truly demooratic policy. It is radical in 
the older and more acceptable sense of the term and does 
not involve the contradictions and inconsistencies of “ demo- 
cratic socialism Lloyd George was on the right lines ; 
Mr. Attlee is not. In Chapter 6 it has been pointed out 
that nationalisation will do nothing to reduce the inequality 
of capita unless the Government cheats in the payment of 
compensation. Taxation is stil^the appropriate remedy and 
need not imply the abolition of private enterprise, with a 
consequent threat to democracy itself. 

For many years death duties have been biting into the 
* Cf. Berlc and Means, Tht Modern Corporation and Private Property, 
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large inherited properties which are the legitimate object of 
attack. Some socialist writefis have complained that in spite 
of such measures the ownership of capital was very unequal 
before the war, and it is certainly true that the country had 
still a long way to go in the direction of reasonable equity. 
This conclusion does not mekn, of course, that death duties 
were of no avail, and a number of considerations must be 
borne in mind : 

(1) Since death duties are levied only when property 
changes hands, the axe falls on little more than a thirtieth 
of the national capital each year. The effect of death duties 
must, therefore, be gradual. 

(2) Until recently, death duties were much more modest 
than is usually supposed. Between 1830 and 1.838, the estate 
duty on a capital of £100,000 amounted to only one-fifth. 
The owner of £300,000 could pass on a little over £200,000 
to his son ; even the millionaire could leave £6oo,tI>oo after 
the tax-collector had done his worst. The highest rate of 
tax was 50 per cent on estates of £2 million and over. I 
think these figures lend only partial support to the usual 
complaints about the crushing burden of death%Juties. 

(3) If what is resented is large inherited estates, it may 
be misleading to judge the efficiency of the measures directed 
against them by reference to the inequality in the ownership 
of capital at different dates; The measures may be (][tiite 
effective, but all the time some people are amassing new 
fortunes which will fill at least some of the empty places at 
the top of the scale. This is a very different ^matter from 
inheritance and much more justifiable. In order to judge 
with precision the efficacy of death duties, statistics for the 
distribution of inherited capital at various dates Wbuld be 
required and such figures do, not exist. It is clear, however, 
that it is becoming increasingly difficult to inherit a large 
fortune ; the statistics of the amounts col]ected as death 
duties are a good enough indication of that. 

Death duties were put up during^ the war and have been 
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raised twice since 1.845. About a third of an estate worth 
£50,000 goes to the Exchequer. At £100,000, one-half is 
taken ; at £200,000, three-fifths ; at £750,000, three- 
quarters ; at £i million, four-fifths. Thus a millionaire can 
leave his son £200,000 ; of this inheritance the latter can 
pass on only £80,000 ; in the next generation the million 
will have fallen to £44,000 — and it will usually have been 
divided at each stage among several beneficiaries. 

Death duties, however severe, may be held to operate 
too slowly, and it may be argued that there should be some 
new tax, or levy, on capital which would be imposed in the 
near future Without waiting for the owners to die. Further- 
more, with death duties at a high level, the inducement to 
make substantial transfers before death is all the greater, and 
it may be desirable to tighten up the present restrictions and, 
perhaps, to impose a tax on all large gifts, even when made 
long before deaths* There is a gifts tax ip the U.S.A. and 
the possibility of levying a contribution in this country may 
deserve examination. 

Whether it would be desirable to do more than this and 
impose a regular capital tax or a capital levy is more doubtful. 
The practical obstacles in the way of such measures are 
formidable, and tlie reader is referred for a detailed discussion 
to the Report of the Colwyn Committee ^ and to the more 
recSif examination in The Taxation of War Wealthy by 
J. R. Hicks, U. K. Hicks and L. Rostas. The problems of 
speedy valuation and of the subsequent collection of the 
charge are giave enough to enjoin caution on any responsible 
reformer. Nevertheless, there is some evidence for the view 
that a “ once-for-all ” levy could be imposed with reasonable 
success "provided it were confined to the rtally large estates, 
which are^not, after all, so nuijierous. The authors of The 
Taxation of War Wealth go so far -as to suggest that even 
an annual tax qp capital would be feasible. The tax would, 
of course, be much less severe than the levy and might be 

< Cmd. 2800. 
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paid, at least in part, out of income, provided the other 
direct taxes had been lowered ; but the annual assessment 
of capital values would be no easy task. 

If the administrative problems could be solved, taxes on 
capital would be preferable to taxes on income. Heavy 
charges on earned income, wHich cut into marginal rewards, 
are generally regarded as harmful, but it is also true that 
taxes on unearned income may discourage enterprise where 
it is most needed. A high rate of return on capital is usually 
the reward for bearing serious risks, and the steep taxation 
of unearned income, by reducing the net return, creates a 
bias in favour of less venturesome investments. For this 
reason the Profits Tax has been strongly criticised in the 
Economist and elsewhere. It falls on the profits of all 
companies, unless they are very small, but it does not touch 
the rents of the landlord or the interest of the bond-holder. 
A steeply graduated income tax has a similar effect .•* In this 
case everyone must pay, unless his money is left idle on 
current account at the bank, but those who bear the risks 
have to pay the most. An annual tax on capital values, which 
fell with the same severity however the resO^irces were 
employed, would be much less harmful in its effects, and if 
it were feasible to adopt it, income tax might be reduced 
correspondingly. (The iniquitous Profits Tax should be 
abolished at once, even although no alternative were devisbu".) 

The proceeds of a capital levy, if used to repay part of 
the national debt, would lower the gross interest charges on 
the budget, but the net gain would be greatly reduced by the 
loss of revenue in the form of some taxation paid on the 
interest accruing to the holders of Government bonds. For 
this reason, and also because of the administrative difficulties 
and the monetary cost of cqllection, the case for imposing 
such a levy would be unconvincing if the only objective were 
a reduction in the burden of the national debt., The proposal, 
however, can still be defended on social grounds ; and for 
political, rather than economic, reasons it might even facilitate 
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a reduction in income tax and surtax. It would provide a 
political quid pro quo and woul4 strike at the less defensible 
forms of inequality which still exist. Undoubtedly it would 
be preferable to face the administrative* difficulties and cut 
more quickly into the few really large fortunes, rather than 
to allow the progress of the n^ion to be hampered by heavy 
taxes on income, and social relations to be soured by perpetual 
class jealousy. 

Politics and Thrift 

High death duties discourage thrift and even encourage 
dissaving ; fpr this reason there is a conflict between different 
social objectives. A capital levy or an annual capital tax 
would have a similar effect, especially a levy. It must be 
strongly emphasised that the strength of these unfavourable 
reactions will depend very much on general economic and 
political* conditions, and the Labour Part^, by its general 
policy, has made the position unnecessarily difficult. Private 
enterprise has been denounced in unmeasured terms, the 
profit motive condemned, and the capitalist described as a 
kind of pansite who must be gradually eliminated. If such 
a Government were to impose a capital levy, this would be 
regarded as the last straw, rot only by those directly affected 
but by the vast majority ot people who own any property at 
■aHr '1 ne latter would conclude that their turn would come 
next, and the shadow of the scaffold, which is already 
perceptible, would grow darker and more ominous. Hard 
work, enterprise and thrift are scarcely encouraged* by the 
knowledge that, if one fails, one faces bankruptcy, and if one 
succeeds, one is branded as a capitalist kulak who must be 
liquidated as soon as possible. 

All this is most unfortunate. If the Labour Party had 
not been led up the garden patfi by its Leninist intellectuals, 
it might have stood for a radical policy which aimed at the 
removal of theVorst forms of inequality while preserving a 
free economy. There.should have been no question of a 
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general attack on private property and capitalist enterprise ; 
the large inherited propertips, and even perhaps all very 
large estates, however acquired, could then have been taxed 
and whittled away more quickly without creating general 
dismay and alarm. High death duties and a capital levy 
would have been more, not less, feasible if the Liberals had 
retained their strength and the Labour Party, with its present 
philosophy, had remained small and obscure. As it is, who 
would trust any Socialist pledge that only the large estates 
were going to suffer ? 

A radical policy of the kind suggested is scarcely one 
which makes an obvious appeal to the Conservative Party ! 
Yet some of its leaders have spoken of a “ property-owning 
democracy ”, and although levelling up is far more important 
than levelling down, they must also be prepared for the 
latter. Fortunately their actions have usually been much 
more equalitarian than anyone would be led to e!i:pect by 
their statements,* including the periodic, references to the 
rights of property. They themselves have imposed high 
death duties, and it is inconceivable that the still higher rates 
introduced by their successors will be substantially reduced 
with the Conservative Party in power. Perhaps it is un- 
fortunate that they refer so often to the^’defects of death 
duties instead of emphasising their equalitarian merits ; for 
such complaints are liable to be ill received ffbm a 
which is believed to represent the interested classes. Not 
that the defects are merely imaginary ; on the contrary, the 
discoufagement of thrift is a very serious natter. It is 
disturbing to observe that personal savings after taxation 
were more than halved between 1347 and 1848, and in the 
latter year were very much lower than in I838 — £96 million 
as against £148 million, including additions to tax reserv’cs 
in each case — in spile of the fall in the value of money. 
This ominous development must be attributed very largely 
to the burden of taxation, including the Special Contribu- 
tion, and among the taxes which were most adverse in their 
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effect, death duties must be included. All this is true, but 
it is a matter of politics as ijiuch as economics, and the 
equalitarian arguments must be given much weight. A 
radical party might, perhaps, lower the duties on the medium- 
sized estates without making any change in the amounts 
levied on the handful of really large fortunes, and it could 
investigate the possibility of attacking the latter more quickly 
by means of a levy. Such a levy would be a great adminis- 
trative nuisance and might not appear to be worth the 
trouble, especially at a time of crisis in the balance of 
payments. The author himself would be inclined to this 
view if he believed that these matters could be viewed in a 
rational way. The general prosperity of the country is more 
important at the moment than social reform, and it would 
probably be wiser to rely upon death duties and await with 
patience the greater equality which they will produce. But 
if the control of i^ges depends on some reform elsewhere, 
it is desirable th^ the measures taken sliould be directed 
against the real types of injustice, nqi against private enter- 
prise in general. Indeed the future of democracy may 
depend upon the possibility of deflecting the reformers’ zeal 
away from socialism towards other measures, which are in 
any, case more relevant to the question of equity. 

Tuxes and Governi^ent pavings 

If death duties and other taxes on capital discourage 
private saving, it is all the more important to ensure that the 
Government does not squander the proceeds. A change in 
budgetary practice is therefore required. 

Death duties are paid out of capital, and a part of the 
estate must usually be sold to obtain the cash demanded by 
the tax-collector ; but a sale implies a purchase by someone 
else. Sonie person or institution must be prepared to buy 
the assets which come on to the market, and in this way part 
of the net savings of the community are absorbed. In i848» 
3^180 million of gross ^vings were required, directly or in- 
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directly, to pay the bill for death duties — a much larger 
sum than the amount left a% net personal savings. If the 
growth of the nation’s capital is not to be retarded, the 
Government is under a clear obligation to save a correspond- 
ing amount. The receipts should not be treated as ordinary 
revenue which is available to ifteet any ordinary expenditure.* 
The proceeds of such taxes should be employed to redeem 
part of the national debt, and in this way funds should be 
returned to the capital market for the finance of industry. 

Similar considerations apply with regard to a capital levy. 
A small part of the levy could be paid out of cash and a larger 
part by surrendering Government bonds, which would then 
be cancelled. But some people would be unable to meet 
all the claims upon them in this way and large blocks of 
assets, in the form of industrial securities, land and houses, 
would come on to the market. Unless something were done, 
the prices of these assets would fall very sharply and* perhaps 
render impossible the full payment of the levy. The Govern- 
ment itself should strengthen the market by redeeming part 
of the national debt corresponding to the amount of the levy 
outstanding, and the former holders of Government bonds 
would then be provided with cash which could be used by 
them, or, after indirect exchanges, by som? other people, to 
buy up the assets which were coming on to the market. The 
synchronisation of these proeessec would be ver/ tricky 
no doubt some interim arrangements should be made with 
the banks for the provision of finance. This is one of the 
worst of the technical administrative difficulties in the way 
of a levy, but there is no need to elaborate the analysis. The 
final outcome can be described by saying that the Govern- 
ment would use the proceeds of the levy to reduce* the size 
of the private national “ capital ” by cancelling some Govern- 
ment securities, which -do not correspond to any real pro- 

* It may be argued that the Government should be free to exercise 
its discretion in such matters, unhampered by any rules. But discretion 
may be lacking and formal rules, if a little artificial, are some safeguard 
in practice against faulty action. 
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ductive capital and represent a burden on the tax-payer. 
Since about half of the private national capital consists of 
Government securities, and only the quarter or less of the 
total which is held by the very rich should be subjected to 
the levy, the procedure suggested would be quite feasible 
from a quantitative point of View. If it is asked how this 
would improve the position from the point of view of 
equity, it may be replied that the volume of unearned 
income would be reduced and the remainder of the private 
national capital would be more equitably distributed. The 
important point to stress is that the Government itself 
should not Require and retain the possession of industrial 
securities or title-deeds to houses or land — apart from a 
few estates for parks. There is every reason to suspect 
that a Labour Government would use a levy to further its 
doctrinaire policy of eliminating private enterprise, and for 
this reason it is fortunate that no such measure has been 
adopted so far. A more progressive Government might, 
however, employ a levy in the interests of greater equity 
without undermining private enterprise. 

Towards a Property-ouming Democracy 

The measures" required to provide reasonable equality of 
opportunity may now be summarised. Government ex- 
pendliure, as well as taxataon,*can help by providing free 
elementary education for all, and free education in secondary 
schools and universities for those few who are likely to 
benefit by it.» A great deal has been achieved already in these 
respects to mitigate the consequences of inequality in the 
income or capital of parents ; and if some diflFerences still 
remain it is worth bearing in mind that the same is true of 
the U.S.S.R., where the introduction of school fees in 1340 
has benefited the children of the new Soviet bourgeoisie. 
The development of the credit market is the second way in 
which greater equality of opportunity has been secured, and 
more may yet be done in this direction by the provision of 
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better facilities for the finance of small businesses. The 
third measure is the levelling^down by means of taxation. In 
time, the death duties already in force will eliminate the worst 
features of the distribution of wealth, and the possibility of 
adopting some additional and more speedy measures, such 
as those discussed above, deserves consideration. 

When British society is viewed objectively, many of the 
strictures levied against it seem exaggerated. Great progress 
in the direction of equity has been made, and the importance 
of the remaining defects appears less grave when it is re- 
called that there is, in any case, no short cut to a higher 
standard of living for the nation as a whole. Ificreased out- 
put per head, the fruit of industry, enterprise, risk-bearing 
and thrift, is the only way to a substantial improvement. 
The Conservatives are perfectly right when they say that the 
possibility of increasing the size of the national cake is far more 
important than tl^e possibility of changing"the size of the slices. 

What is true in this respect with regard to income is 
perhaps even more true with regard to capital. In a poor 
industrial economy, marked inequality in the ownership of 
property is unavoidable — unless, indeed, a Gommunist 
policy has been adopted, when other inequalities of a more 
sinister kind will appear. When the level of output per head 
is low, the equal redistribution of capital would re^ce disas- 
trously the level of savings 'and 'would, indeed, be foirdWetf 
by a substantial amount of attempted dissaving which would 
lead either to a fall in capital values or to inflation. Even 
in the United Kingdom in 1836, the equal distribution of the 
national capital would have given each member of the work- 
ing population less than ^£1000 ; it cannot be doubted that a 
large number of people would have tried to spend their share. 

The progress to>yards fi property-owning democracy, 
defined as an economy where everyone — except the idle 
and ill-deserving — possesses a substantial competence, can 
only be gradual and slow. Levelling down will help but 
there must also be a building up from below ; and the latter 


132 



INEQUALITY OF CAPITAL 

is the more important of the two methods. Higher output 
per head, thrifty habits and a sense of responsibility are 
essential if the mass of the people is to acquire property 
by its own saving, or to consolidate the benefits of re- 
distributive public finance. I know it is unfashionable to 
make a statement of this kind ind “ reactionary ” to suggest 
that anything can be done by self-reliance and personal 
initiative. The sturdy virtues which made Britain a great 
nation have fallen into disrepute, and we have slowly come 
to accept what can only be described as the philosophy of 
the scrounger. If a man has not all he wants, this must be 
the fault of Society and he must look to the state for help ! 
If another man has wealth and power, this cannot possibly 
be due to his own efforts ; it is the fault of capitalism ! What 
began as a healthy reaction against the injustices of the 
earlier industrial society is rapidly becoming the spiritual 
basis of S totalitailan state. 

A property-owning democracy is something for which the 
nation will have to work, and it cannot be achieved overnight. 
But it represents by far the best of the practical ideals before 
us. It offers more rapid material progress, it will ensure 
greater freedom for the consumer and the producer, and it 
will, strengthen and extend the foundations of civil and 
political liberty. If the pace is regarded as too slow, the more 
speedy changes offered by the •Socialists and Communists 
will not provide what is required. Inequality in the owner- 
ship of capital results in unequal opportunities in industry, 
but the position will scarcely be improved by the policy of 
the Labour Party which involves the creation of large state 
monopolies. Nor have the Communists anything better to 
offer. Ill the U.S.S.R. the means of production are all in 
public ownership, but their ^ontro^ — and that is what 
matters — is the close preserve of a* small privileged class, 
the members gf the Communist Party. Why should a 
Communist wish to own part of the means of production 
when he can control their use without doing so and at the same 


133 



MODERN CAPITALISM AND ECONOMIC PROGRESS 

time receive an income far larger than that of the work- 
people ? He can accumulate a substantial private capital 
and leave it to his children ; there is no ^need for him to 
subject his resources to the hazards of economic life. The 
money will be safer in Government bonds and at the same 
time he can exercise more cofitrol over the workers than any 
capitalist in Britain or America could ever hope to do. The 
only thing he lacks is personal security in a police state where 
he may be arrested at any moment for deviating, however 
unwittingly, from the Party Line; and this will tend to 
make him play for safety rather than show initiative. 

Not only were the top positions in the statc^^ monopolised 
by the Communists, but even at the factory level they held 
almost every managerial post before the war. In Britain it 
is easier to become a manager if one owns capital ; in 
Russia it is virtually impossible to do so unless one belongs 
to the party, submits to its discipline and accepts without 
question the whole Marxian philosophy.'u “ Christian Com- 
munists who are wont to denounce Britain and America 
and to look with favourable eyes on the U.S.S.R., should 
recall that in the Soviet Utopia they themselves could not 
expect to hold any responsible post unless they renounced 
their faith.^ Perhaps if they reflect on these matters they. will 
conclude that even the pre-war British economy was not so 
black as they pretend. The privileges of inheritance are far less 
obnoxious than those which are the reward of a servile mind. 

■ AL^^hough Stalin has undoubtedly strengthened the dictatorship of 
the party, which he controls, it would be wrong to regard these develop- 
ments as a deviation from the Communist tradition. As early as 
LfCnin wrote ; Not a single important political or organisational question 
is decided by any state institution in our republic without the guiding 
instructions of the Central Committee of the Party. In its work the 
Party relies directly on the trade unions^ which . . . formally, are non- 
party. In reality, all the controlling bodies of the overwhelming majority 
of the unions . . . consist of Communists, who secure the carrying out 
of the instructions of the Party” {Left-Wing Communism, chapter vi). 

^ This statement is not invalidated by the fact that Stalin now allows 
the Orthodox Church to hold services. The Church is under the control 
of the M.V.D. and enjoys even less liberty than did the German churches 
under Hitler. 
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CHAPTER 9 

INDUSTRIAL EFFICIENCY AND 
MONOPOLY 

Since the socialisation of industry has nothing in particular 
to do with greater equality of income or capital, fresh argu- 
ments are r^tjuired in support of such a policy. It is true 
that the need for these arguments is not always apparent on 
political platforms where the equalitarian sentiments, which 
were the moral driving force of old-fashioned socialism, can 
be diverted easily enough to the support of the new ; but 
if the debate is to l^roceed on a rational basis something more 
than this is called for. It is possible, indeed, to detect a 
change in emphasis in the statements now made by the 
more sophisticated Socialists which refer less to equality and 
more to planning and similar matters. 

First of all, there is the claim that state ownership is 
necessary for the preventior of unemployment, a very super- 
ficial proposition which is discussed and rejected in Chapter 
II. Next comes the argument •that it will be easier for the 
state to determine how much of each kind of commodity 
should be produced and supplied to consumers if most 
industries ai^ in its possession. This contention must be 
accepted, but it does not in itself constitute a defence of 
socialism unless one also accepts the dubious major premise 
that detailed authoritarian planning is desirable. Finally, it 
has been held that capitalism n^ust go^ because it has lost its 
virility. Private enterprise, so it is* claimed, is no longer 
enterprising, aijd business men are more anxious to secure 
a safe monopolistic position than to perform the traditional 
functions of the entrepreneur. 
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The last of these arguments appears to deserve more 
serious consideration than the rest — if only because the 
others are so poor. Indeed it may be said*that the case for 
socialism depends in the main upon its validity. If there is 
good reason to suppose that public corporations will serve 
the public in a more satisfactory way, socialism should be 
supported — unless of course the materialistic gains are felt 
to be an insufficient recompense for the political risks which 
would be incurred. In so far as increased production and 
greater efficiency are the objectives, the crucial issue is 
whether or not a socialised concern will do a better job and 
provide a more satisfactory service to the consiijner than one 
in private hands. 

The Efficiency of British Industry 

The complaints about the performance of British industry 
usually relate to^ the difficult period bet\Ceen the two wars 
when adjustments of large but uncertaki magnitude were 
required as the old “ staples declined and new industries 
developed. Some of these difficulties were due to the 
mistakes of general economic and financial policy, such as 
the over- valuation of the pound in the ’twenties, which can 
scarcely be laid at the door of private firms ; many of them 
were altogether inescapable in a changing world economy. 
The cotton industry was bmind •to suffer as otlier countries 
built their own factories, and it suffered all the more because 
its competitors had protected home markets. British coal 
was threatened by the competition of alternative fuels and 
by rising coal production elsewhere ; it is difficult to see how 
its sales overseas could have been maintained. The railways 
were clearly destined to lose traffic to the road 'industry 
unless motor vehicles^had bjsen prohibited by law. And so 
on. There is no need to multiply the instances so long as it 
is borne in mind that no industry has a right to a place in 
the sun. On the contrary, a number of declining industries 
can usually be expected in a healthy economy — a feature 
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which must be distinguished from a general deflationary 
slump. 

Large structural adjustments to changing circumstances 
were required during the inter-war years'; and if the record 
of private industry is to be fairly judged, it must be recalled 
that substantial adjustments Vere in fact made and are 
reflected in the statistics for the composition of output and 
the distribution of labour. It is also true, as we have seen 
already, that in spite of everything total production increased 
substantially and would have increased still more but for 
the inadequate volume of monetary expenditure. Without 
doubt many serious blunders were made and some of these 
were inexcusable. But we can disregard the more extreme 
charges,* such as the statement made by two severe critics 
to the effect that “ if all [pre-war] inefficiency had been got 
rid of, this might easily have doubled or trebled the amount 
of goods^roduced Everyone will agree that in a perfect 
world things woujd have been done a good deal better, 
although not everyone can pretend to have the same 
familiarity as these authors with the arithmetic of perfection. 

If some indication is to be given of the quantitative loss 
due to inefficiency, a criterion of efficiency which has some 
practical meaning is required but is singularly difficult to 
devise. The best one can do is to compare the performances 
of different •firms within an inydustry and to contrast the 
productivity of an industry in one country with its pro- 
ductivity in another. Mr. L. Rostas has attempted to 
perform botj^ of these tasks, and although his el^orate 
statistics cannot be summarised in the space available here, 
it may be noted that output per man-hour appears to be a 
good deal higher in American manufacturing industries than 
it is in this country.^ Indeed, the weighted average records 
a superiority of about 2^ to i. The Cotton Textile Mission 

* M. Joseph and N. Kaldor, Economic Reconstruction after the War^ 
p. 21. (How the •additional raw materials, necessary for such an ex- 
pansion, would have been obtained, is not explained !) 

* Comparative Productivityi in British and American Industry 
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to the United States reported on similar lines at the end of 
the war, and the Reid Report on coal showed that output 
per man-shift was lower here than in a number of Continental 
countries. 

It is true that unless careful attention is paid to the 
qualifications which beset such statistical comparisons, it is 
easy to draw conclusions which are sometimes false and 
often exaggerated. Mr. Rostas* calculations are the most 
comprehensive, but they relate only to manufacturing industry 
which employed only 25 per cent of the American and 36 per 
cent of the British working populations before the war ; if 
all industries are included, then American supef iority appears 
to have been a good deal less. Furthermore, the higher out- 
put per head in American manufacturing industry is no new 
phenomenon. As far back as the nineteenth century the 
U.S.A. appears to have been so far ahead as to make one 
suspect that measurements of output ‘•per worker may 
conceal other differences which vitiate the comparison. A 
country may be deemed efficient when it makes good use 
of all its resources ; but since different countries are 
differently endowed, the same pattern of costs need not be 
expected in each case, even if all are efficiently organised. 
In the U.S.A. labour has been traditionally scarce, whereas 
land has been relatively plentiful ; there was therefore a 
stronger incentive to use luboui -saving machinery than in 
the United Kingdom. Manufacturing industry provides 
great scope for the introduction of such devices which may 
account both for the higher level of output pec head in that 
group of industries in America and also for the fact that the 
margin of superiority is smaller over industry as a whole. 
Furthermore, as Mr. Rothbarth has pointed out,* the bias 
in favour of labour-saving machinery in the U.S.A. may 
have had institutional effects which have persisted even after 
land has ceased to be so plentiful. 
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What is needed, therefore, if sound generalisations are to 
be made, is a much more elab<irate comparison between the 
two countries which would take account of all costs, not 
merely man-hours or man-years. For example, if raw 
material costs were included, the British cotton industry 
would make a better showing, because American methods, 
although economical of labour, are wasteful of yarn.* Capital 
costs should also be included — both the cost of making 
such goods as labour-saving machinery and the cost of 
waiting for a number of years while the fruits of the in- 
creased productivity made possible by the additional capital are 
slowly gathejed. Attention should also be paid to the loca- 
tion of industry and to transport costs : the concentration 
of indu!5try in a few large factories may raise productivity 
as measured at the works, but may lower it, if haulage costs 
are greatly increased, as measured at the points of delivery. 
And so on. The* number of complications^ is dismally large 
and no-one has succeeded as yet in mastering them. The 
logical, as well as the statistical, difRqulties are so formidable 
that one is defeated at every turn, and I do not believe that a 
comprehensive comparison of productivities is possible. 

For these reasons it would be wrong to conclude that the 
statistics for ou^^ut per head in an industry provide a 
satisfactory guide to differences in its productivity as between 
this country and the U.S#A. Nevertheless, the margin of 
superiority in favour of the U.S.A., as shown by Mr. Rostas’ 
figures, is so big in the case of so many industries as to 
warrant the ^conclusion that the Americans are welP ahead 
of us in the production of most manufactured articles. It is 
difficult to believe that their more economical use of labour 
is fully offset by increased costs in other directions. Apart 
from statistics, the comments of direct observers seem to 
support the same broad conclusion. . 

Various explanations have been offered to account for this 


139 



MODERN CAPITALISM AND ECONOMIC PROGRESS 


apparent fact. It is sometimes held that the larger U.S. 
market makes possible a larger volume of production with 
greater economies of mass-production ; but this explanation 
is ambiguous. In' most industries of any importance the 
volume of output required to supply the British home 
market and fulfil export orders ’s quite large enough to 
permit mass-production on the most economical scale — 
provided the industries are organised on the right lines. It 
is often argued that they are not so organised and that we 
do not standardise enough ; but this raises another question 
of some difficulty. Traditionally the British prefer more 
variety in their goods than the Americans, and Although this 
puts up costs, it is not necessarily wrong. A standardised 
article is not the same “ commodity ” as one which is more 
individual ; but both may be called by the same name in the 
Census of Production and false conclusions about efficiency 
drawn therefrom. Nevertheless, it is probafbly true that there 
has been too little standardisation in the manufacture of com- 
ponents, and reforms might be effected here without neces- 
sarily standardising the final product. (The large variety in 
the sizes of lamps fitted to pre-war British motor-cars is an ex- 
ample. The Americans had far fewer types, and it is difficult 
to believe that the consumer in this country would have -felt 
any loss, or even have noticed any difference, if transatlantic 
practice had been followed here, m this and in similar cases.) 

No doubt there are many reasons for the superior perform- 
ance of U.S. manufacturing industry and the contrast can 
scarcefy be explained by singling out only one or two, such 
as differences in equipment or managerial skill. In this con- 
nection it is interesting to note that the subsidiaries set up 
by American companies in this country and organised and 
equipped on American lines, do not appear to have been 
notably more efficient than the native concerns in the same 
industries. Perhaps the explanation must be sought in part 
in the attitude of British labour, which appears to be more 
restrictionist and more firmly opposed to new developments 
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than American labour. For example, the Cotton Textile 
Mission to the U.S.A. has observed that 

“ American management has greater scope than British 
management in its utilisation of labour because of the 
absence of long-standing practices and conventions and 
because of the acceptance oTF labour of scientific metho'ds 
to matters of work-assignment.” " 

Sometimes the opposition to new techniques may be so open 
as to take the form of a strike, such as the Bermondsey dock 
strike of November 1848. Sometimes it is more concealed 
and results in a tacit agreement not to make the fullest use 
of new equipment. The vast expenditure on equipment for 
the coal mines may well yield the most disappointing results 
for this reason, and it would be most unwise to suppose 
that, over industry as a whole, the introduction of more 
modern methods and the better training and selection of 
managers will su*ffice to raise productivity to the required 
extent, so long as*ca’ canny continues among the workers. 
The attitude of labour is often explained, with some plausi- 
bility, as the result of serious unemployment in the past and 
a consequent “ fear of goods ” which the workers share with 
the more rcstrictignist of the employers. But if this were the 
only explanation, the difference between America and Britain 
would rem^n as mysterious as ever. Nor is it true that a 
“ full employment policy*’ will bring a complete cure, for 
the fact remains that, if output per head is raised, particular 
workers in particular trades may lose their jobs qpd be 
forced to lo«k for work elsewhere. The Government may 
succeed in holding monetary expenditure at a satisfactory 
level, so that there should be plenty of work for all ; but 
the displaced worker will find, nevertheless, that his old 
skill is no. longer so valuable and h^ will have to face the 
hostility of the trade unions elsev^here to new entrants. 
Thus he has aa apparent incentive to protect his monopoly 
position although both he and his fellows will suffer in- 

Report, p. ix. 
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evitably from such short-sighted action.^ 

What conclusions may bA drawn from all this about the 
future of private enterprise ? Socialists would be more than 
human if they did not welcome these criticisms of British 
industry. Yet it requires somewhat unusual powers of 
reasoning to conclude that t*ne case for nationalisation has 
been strengthened in any way. The criterion by which British 
business men are judged and condemned is not the efficiency 
of socialised industries but the remarkable performance of 
American capitalism ! 

When should New Equipment be installed? 

If comparisons between British and American methods 
were to be made, not out of academic curiosity, but as a 
means of obtaining some guide to future investment policy, 
the procedure might take the following lines. First of all, 
each inquiry should be confined to a specific commodity 
which is very similar in both countries. Next, the in- 
vestigators might study the best American methods and 
analyse the composition of costs ; and when this had been 
done, work out what the costs of production on such methods 
would be in the United Kingdom, where wages, transport 
costs, raw material prices, interest rates ^'and the like may 
not bear the same relationship to each other as they do in the 
U.S.A. In this way, the costof applying American techniques 
in a British environment could be calculated, at least roughly, 
but it would still be necessary to compare the answer with 
the costs which would be incurred if existing British equip- 
ment continued to be employed. This raises fresh com- 
plications and a criterion is called for which should be used 

* “ The docker writes the Economist ^ “ is ill-housed partly because 
of the job-safeguarding restrictive practices of brick-layers, caipenters 
and plumbers ; his clothink is ratibncd and expensive because his trade- 
union comrades in the textile industries have objected to automatic 
looms ; . . . his whole standard of living is held do^yn and endangered 
by his country’s insolvency, to the cure of which the shipping industry 
could make a perceptibly larger contribution but for the slow turn-round 
imposed by his pwn actions.” 
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in considering the desirability of a new method, whether it 
were one suggested by foreigni practice or one devised by 
our own technicians. An engineer may be able to demonstrate 
that output per worker could be increased by installing 
equipment of a different kind, but it does not follow, of course, 
that the project will be “ econofnical The meaning of this 
slightly mysterious term has to be investigated in some 
detail ; and when this has been done, it must be asked 
whether the right procedure, from the point of view of 
society, is likely to be observed f)y business men, who are 
primarily concerned with profits. 

The new equipment should be installed if it will reduce 
costs per unit, and it is convenient to divide these costs 
into capital costs and running costs. The latter will consist 
of expenditure on labour, raw materials, maintenance and 
repairs, and in some cases there may be good reason to 
believe that a more modern device will result in economies 
under this heading. Whether total costs will be reduced is 
more doubtful, for capital costs must be included and these 
are tricky to handle. The manufacture of the new equip- 
ment will in itself impose a burden on society as well as 
on the firm’s finances. Furthermore, this initial cost will 
-represent a substahtial lump sum, but it will be necessary to 
wait for several years before the benefits which the equip- 
ment has td offer have flawed* in on a sufficient scale to 
provide some compensation. By contrast, the old equip- 
ment is already there and, from the point of view of society, 
its original cqst is a bygone. At one time real resourced were 
needed to produce it ; but the commitment has been incurred 
in the past and nothing can be done about it today. The 
immediate problem is to make the best use of resources 
already available, not to add up figures from historical 
account books. It is true that*the qfd equipment may still 
be put to alternative uses ; at worst it can be broken up and 
used for scrap. Some current cost is therefore involved in 
continuing to employ it, in its present use, and it is this cost, 
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not the original cost, which should be taken into account. 

We are now in a positioni to say when it is economical to 
instal new equipment. The condition is tl^it the capital cost 
of the new {expressed as an annual rate) plus its annual running 
costs should be less than the annual running costs on the old 
plus an allowance for what ifiight he obtained by disposing of 
the old for scraps or for some other purpose, I am aware that 
this statement of the principle is too abbreviated to bring 
out all the points which should be taken into account in 
concrete situations, but it does at least indicate the principal 
issues and that is all that is required here. 

When this criterion is applied, it will often be sensible to 
retain the more old-fashioned machines to the chagrin of the 
technician who would like to see the latest methodic, which 
are so clever and intriguing, supersede the old. It is not 
always right to denounce a firm or an industry because it 
has not ** kept up with technical progress The e^lder and 
shabbier equipment may be the more eclpnomical from the 
point of view of society ; and at the present time in particular, 
when savings are so scarce, it is all the more important to 
ask whether new projects are likely to be economically as 
well as technically superior. 

The social criterion has now been •described. Is it 
sensible to suppose that it will be observed by private firms ? 
What reactions may be anticipated if the existing equipment 
has not been fully amortised with the result that a part, at 
least, of its financial cost is still on the books of the firm ? 
In thtrlatter circumstances will the new method^be neglected 
or suppressed ? 

A private firm in a strongly competitive industry may be 
obliged to change its equipment even although the oost of its 
old machines has not been fully recovered from sales. It 
will not be worth while.producing at all for more than a very 
short period unless running costs can at the very least be 
covered ; but these costs may be too high with existing 
equipment to allow it to compete xyith its more up-to-date 
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rivals. In such circumstances it will be obliged to modernise 
before long or go out of business, and that is that. It may be 
doubted whethg- a firm which enjoys a monopolistic position 
is likely to behave in the same way, but on closer examination 
it becomes clear that the rule for the maximising of profits 
is the same. By way of illustration, let us take the case of a 
firm which borrowed £100^000 five years ago for the purchase 
of machinery in the anticipation that this sum would be 
recovered from receipts over a period of ten years. A sum 
of £50,000 is now outstanding ; but an unexpected technical 
development has occurred and more economical equipment 
can be installed. The encouraging conclusion is that it will 
pay the monopolist to make the change. Whatever he does 
— short of going bankrupt — he will have to meet the old 
obligation for £50,000, and his objective should be the maxim- 
isation of the profits out of which this obligation can be met. 
In considering his costs he need only think of those he has 
not yet incurred, jvhich are : (a) the running costs involved 
in operating the old machines plus the sacrifice of what he 
could get by selling them for scrap, etc., and (b) the running 
costs with the new machines plus the annual capital cost 
which their purchase will involve. If (6) is smaller than (a) he 
^should install theliew machines and dispose of the old, because 
in this way he can expect to receive larger profits. Thus in 
following h!s own interest, he will satisfy the social criterion. 

Strictly speaking, the latter statement must be qualified 
in so far as some social costs and some social gains do not 
appear in t];ie account books of a private firm. T<> quote 
the usual example, the new equipment may increase the pall 
of smoke over an area and thus inflict a general loss on the 
community without involving the firm in any corresponding 
cost. More important is the possible divergence between 
public and private interest with regard to the location of 
industry, although the introduction of this example rather 
broadens the context of the discussion. Liberal economics 
has always recognised tjbe need for state intervention, and in 
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such cases this may take various forms. Flat prohibitions 
may be in place occasionally ibut these are likely to be rare. 
Taxes or subsidies may introduce new itenjs on the firm’s 
accounts and deter or encourage as is thought fit. But this is 
a very different matter from simply disregarding the other 
costs which are common to both the private and the social 
calculus. In general, these qualifications do not upset the 
argument ; and it must be added that they apply whether the 
industry is competitive or monopolistic. They also apply to 
public corporations and Government departments : the War 
Office or the Coal Board may attempt to embark on projects 
which will destroy beautiful scenery or do other damage. The 
public bodies concerned are likely to be pre-occupied with 
their own immediate concerns, and it is the proper function 
of Ministerial Committees to resolve conflicts of this kind. 

Apart from such complications, private firms may be 
expected to behave in the right way ; but they may«lack the 
wherewithal to do so. If some old debt Ijas not been fully 
repaid, the firm may not have sufficient resources to buy the 
new equipment and may have difficulty in raising fresh 
funds or new capital. The smaller firms will often be more 
seriously handicapped than the large, and the possibility of 
adapting financial institutions in order fb improve th/ii’* 
supply of funds should be under constant review as one part 
of a general policy of increasing efficiency. The banks 
might, perhaps, be encouraged to take greater risks in 
providing short-term funds, and new organisations might be 
used t(f meet the needs of the smaller firms. Tlje Industrial 
and Commercial Finance Corporation was created at the end 
of the war with the latter object in view ; and although it 
has not been in existence long enough to prove its. mettle, 
it may yet fulfil an important function. This type of organ- 
isation is not, of coursb, entirely new ; there were pre-war 
experiments along somewhat similar lines, and there should 
still be scope in this field for other enterprising finance 
companies, such as the Charterhouse investment Trust. 
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In another way the state can help — or cease to hinder — 
by changing its taxation policy* Before the war the Inland 
Revenue permitlaed only very modest allowances for deprecia- 
tion each year which implied a long period of amortisation. 
For example, the Working Party on the Boot and Shoe 
Industry * complained that fifms were allowed to write off 
only 2 per cent of the value of factory buildings each year 
and even this was an improvement on pre-war — a fact 
which should be kept in mind when industry is condemned 
on the ground that its factories are often old-fashioned. In 
presenting his budget for 1 349-50, Sir Stafford Cripps 
announced af further increase in the initial allowance when 
new capital has been purchased, a highly desirable change. 
For the time being the gain can be regarded as no more 
than an offset to the inadequacy of depreciation allowances 
which are based on original costs. Ultimately, moreover, the 
objecti\ie should -be a substantial cut in the rate of tax. It 
requires great courage, especially on the part of the small 
firm, to borrow money when it is knpwn that, at the present 
level of taxation, a very long period must elapse before 
enough can be saved out of profits to redeem a debt, which 
always increases the risk of bankruptcy. 

Monopoly and Enterprise 

When sufficient infornwtion*has been collected, it will be 
possible for a firm to work out, on the lines indicated above, 
whether new methods of production are likely to be eco- 
nomical or^ot. In this way, some serious errors ^an be 
avoided but a completely accurate statement of possibilities 
need not of course be sought. At best, the figures can only 
be estimates, and no-one can say precisely how a different 
technique will work in practice. Furthermore, the level of 
future demand is always somewliat uncertain and increases the 
margin of erro^ on any calculations of what is likely to prove 
economic. In the end a risk must be taken and it is one of 

* P. 13. 
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the main functions of the business man to take such risks. 

The difficulty in these mUtters is to preserve some kind 
of balance between the extravagance of the technicians and 
the excessive caution of the accountants. Although the 
danger of madcap schemes has been stressed, it is probably 
true on the whole to say that^he bias should be in favour of 
change when a firm is faced with genuine uncertainty. If the 
approach is too cautious, the psychological consequences are 
likely to be unfortunate and may result in the long run in a 
chronic timidity and an aversion to new ventures. Con- 
servative habits may lead ultimately to the neglect of new 
methods which, even on the most sober accounting basis, 
would appear economical. After all, the range of technical 
possibilities does not appear, as though by magic, before the 
managers. Imagination is required and is more likely to be 
found in the stimulating atmosphere of a venturesome firm 
than in one which always plumps for safety. 

The importance of competition an/1 the danger of 
monopoly now become apparent. If each firm in an industry 
is standing on its own feet and competing with the others, 
the more efficient are likely to force the pace. If newcomers 
have a reasonable chance of entering an industry, those 
already there will be kept on their toes. Some managsxo 
are always liable to view the possibilities before them in an 
irrational manner and to neglect* new methods* even when 
these vrould increase their profits as well as benefit society, 
but if the number of autonomous units is large, the danger 
is mudh reduced. Competition may act as a spuv to progress, 
whereas the reward of monopoly may be not so much high 
profits as “ an easy life 

At one time the law courts were opposed to monopoly ; 
but the attitude of the judges changed and the courts, far from 
penalising, were prepared to enforce nionopolistic agreements 
before the war. With the law in this condition, some new 
statute was required, and the Monopolies and Restrictive Prac- 
tices Act is a somewhat uncertain step in the right direction. 
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It may be objected that any policy of this kind is likely to 
prove a failure, and the experitace of the U.S.A. is usually 
cited as proof oi^this statement. In fact, however, the U.S. 
anti-monopoly policy has been by no means without effect ; 
it has not checked the growth of the large firm but it has 
done something to discourage ^strictive agreements between 
different firms ' — which the British law courts have actually 
enforced. Moreover, it must be emphasised that until 
recently there was nothing like sufficient staff to enforce the 
American Acts. It is undoubtedly the case that “ gentle- 
men’s agreements ” of one kind or another will persist, but 
it would be entirely wrong to suppose that there is a persistent 
bias in private industry in favour of restriction. There are 
plenty oT efficient firms which wish to expand and are pre- 
pared to compete in order to do so.* If the text-book dis- 
cussions of anti-monopoly policy give the impression 
sometintfs that the state will have to fight against the tide, 
it is a useful corrective to read accounts *of the historical 
attempts to organise industries which are full of complaints 
about the bias in favour of “ disorderly ” competition. The 
task of enforcing the policy might certainly prove too difficult 
if nothing could be done to prevent periodic deflations of 
*gT©Qt severity. For example, the slump of the ’thirties made 
a large part of existing capacity appear to be excessive and 
it was very natural that ^mpteyers should have tried to 
combine. (For similar reasons the trade unions have long 
since devised all kinds of job-safeguarding rules which are 
restrictive in^their effect.) It need scarcely be said that such 
methods were inadequate; the real solution lay with the 
state, which should have tried to maintain total monetary 

* The frequent failure to appreciate this point may explain the belief 
that when a cartel fixes prices, it will always do so at a level which will 
permit the nlost inefficient firms to niUintain their position in safety and 
comfort. Such a policy would not suit thd more efficient firms and it 
will not be followed unless they have no power to influence decisions — 
which is most unlikely. The main object in fixing prices may be the 
prevention of “ cut-throat ” competition which would damage everyone, 
even the consumers. 
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demand. If this can be done in future, competition is likely 
to be stronger ; for it is a wall-known fact that monopolistic 
agreements tend to lapse when the flow of purchasing power 
is suflicient to keep most industries busy. 

Little can be said here about the more specific prohibitions 
which might form part of a policy directed against the abuse of 
monopolistic power; only the following examples will be given. 

(1) Perhaps the worst arrangement is that by which a cartel, 
i,e, an association of independent firms, allocates produc- 
tion quotas among its members. Fortunately there were 
only a few instances before the war, and the state itself 
was responsible for the most important of tKem.' To say 
that such practices are always wrong would be as 
doctrinaire as to deny any possible use under any cir- 
cumstances for the analogous techniques of physical 
planning. Since, however, the danger of abuse is so 
great, all schemes of this kind shfluld be declared 
illegal unless special permission has been given. 

(2) Producers may form such close arrangements with dis- 
tributors as to deny outlets to new competitors. It is 
suggested that agreements for exclusive trading should 
be prohibited unless they were speci^ly sanctioned for 
other reasons, as they might be in the motor-car industry^ 
It is true that some permanent link betwee^i the manu- 
facturer and the distributor 19 often an advantage to the 
consumer, and even if exclusive agreements were out- 
lawed, loyalty rebates might be permitted as a com- 
promise. These rebates, however, should not be allowed 
to exceed a statutory maximum percentage of price. 

(3) The regulations with regard to patents have often been 
denounced as restrictive, but the Swan Commirfee could 

* The quota system enforced by the Coal Mines Acts may have done 
a little good in some respects but it was undoubtedly responsible for 
retarding the development of the more efficient pits. Thus great diver- 
gences were maintained between the productive perfordiances of different 
mines, and the average was held down in this way just as much as by the 
slow rate of mechanisation. 
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find no evidence of abuse. If, nevertheless, it is felt that 
the danger of abuse is tHbre, the appropriate remedy 
is a change in the law. The new Patents and Designs 
Bill, which has been introduced since the war, should 
meet the need. 

(4) The American consumer Can obtain much better advice 
about the qualities of different goods than the British 
consumer, who lives in a country where the law of libel 
is so ferocious that it is almost impossible to say any- 
thing. Many of the claims made in advertisements are 
undoubtedly misleading, and there should be some body, 
presumably sponsored by the state, which could advise 
consumers. 

Measures such as these may be desirable, but at the 
present time by far the most important means of restoring 
competition and freeing the market is to abandon physical 
planning as soon as possible. The allocation of raw materials, 
etc., by means of controls is similar in its effects to the 
imposition of a vast cartel over almost the whole of industry. 
Indeed it is much worse, not only because it covers far more 
of industry than any cartel agreement for the distribution of 
quotas ever did in the past, but also because the quotas are 
5o*much more rigid. If, in one of the few industries which 
were organised in that way before the war, some firm pro- 
duced more than its quoUi, it p^id a fine ; or it could avoid 
the fine by purchasing part of the quota of a firm which 
did not want to produce the full amount. Thus a kind of 
tax was imposed on the efficient firm ; but althou^ this 
was deplorable, it was not so restrictive as the rigid alloca- 
tions made today by the state which cannot be increased 
except by illegal — and very expensive — means. 

Physical planning also encourages the formation of private 
monopolies. The programme fon an industry must be 
worked out by the Government in consultation with the 
industry in question. This was the procedure during 
the war and the same, procedure is followed today. The 



MODERN CAPITALISM AND ECONOMIC PROGRESS 


“ industry ” means the principal firms or the trade associa- 
tion, for it is altogether impossible to consult all the firms 
concerned. Furthermore, when it comes to allocations, the 
big firms often fare best, and the small concerns have to 
manage somehow as well as they can. The directors of the 
big firms have access to Ministers and senior officials and 
can in this way secure revisions and adjustments which the 
small business man, who would have difficulty in getting 
past the hall-porter in a big Ministry, need not expect.* 
Newcomers are prevented from entering an industry far 
more effectively than in the much-criticised “ monopolistic ” 
economy of pre-war years, and enterprise suffers accordingly. 
For these reasons, physical planning is bound to foster 
monopoly, as was clearly recognised by the Comniittee on 
Trusts in igiQ-^ The use of such methods has begun to 
make the United Kingdom look like a corporative state, and 
it is no consolation that some groups of big businesz men — 
who profess to dislike planning in theory — are by no means 
averse to such corporative developments as far as their own 
industries are concerned. 

If the operation of the price mechanism is marred by the 
occasional abuse of monopolistic power, it is no remedy, but 
only an aggravation, to resort to physical {Planning. 

The Problem of the Large Fi^m 

According to one view, any attempt to facilitate competi- 
tion is bound to fail because industry is now dominated by a 
few large firms which cannot be broken up without losing 
the economies of large-scale production. This objection 

* It is not suggested, of course, that the Ministers and officials are 
biased ; the big business men who see them can often present an honest 
and reasonable case. The trouble is that thousands of other business men 
can never sec them at all 4)ut areiat the mercy of minor officials who 
work according to inflexible regulations. The Trade Association may, 
of course, be a great help in presenting the case of the smaller Arms ; 
but it cannot deal in detail with the thousands of individual problems 
which would be solved on the market in a free economy. 


152 



INDUSTRIAL EFFICIENCY AND MONOPOLY 


holds with regard to some industries, but in general it is a 
gross exaggeration. In 183S tHere were over 250,000 firms 
in the industries*covered by the Census of Production and 
to these must be added the firms in the ’distributive trades, 
agriculture, etc. These figures are highly relevant in con- 
sidering the chances of becofhing one’s own boss in the 
modern British economy ; but in order to indicate the im- 
portance of large firms reference must be made to their 
share of total output or total employment. Mr. H. Leak 
and Mr. A. Maizels have made a detailed study of the 
information obtained in the Census of Production of 1835 
and have trie^ to indicate “ the degree of concentration ” in 
each industry and in the census trades as a whole. No 
unambiguous index can be devised, but they have taken as a 
rough indicator the proportion of the labour force employed 
in the three largest “ units ”, where “ a unit ” is defined 
as a single firm or a group of firms owned or controlled 
by a single company and employing 500 persons or more. 
(“ Control ” means the ownership pf more than half the 
capital or voting power in a firm.) As one would expect, the 
answer varies a great deal from one industry to another ; 
and their conclusions, which relate to 249 trades and sub- 
* divisions, may be summarised as follows : 
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The weighted average of ‘‘ the degree of concentration ” 
is 26 per cent. That is a substantial figure, but it is far less 
than one would expect from the highly-coloured statements 
of the more doctrinaire Socialists which suggest that the 
large firms are of altogether overwhelming importance. Only 
0*4 per cent of the labour forde was in trades where the three 
big units employed over 90 per cent of the total ; only about 
6 per cent was in trades where the degree of concentration 
was above 75 per cent. Almost two-fifths worked in occupa- 
tion where there was very little concentration and over a 
half in those where it was under 20 per cent. 

An index of “ concentration ”, such as that calculated 
by Messrs. Leak and Maizels, is not an adequate index of 
“ the degree of monopoly ”. On the one hand, it takes no 
account of cartel arrangements between independent con- 
cerns ; and, on the other hand, it does not indicate the ex- 
tent to which the three largest units may compete amongst 
themselves. It is therefore of interest to turn to another 
inquiry carried out on somewhat different lines by Professor 
Arthur Lewis and described in a pamphlet on “ Monopoly ” 
published by the Fabian Society. He divides industries into 
three groups : those where the number of firms are small and 
their size large ; those where both number*' and size are smeH ;■ 
and those where there is a large number of firms. More 
signs of monopoly w'ould be natural in the first group and 
in fact two-thirds of the numbers employed within it (or one- 
fifth of the total labour force) was employed by concerns 
with monopoly power ”, In the third group, on the other 
hand, which employed 57 per cent of the labour force, 
there was very little trace of monopoly. If the weighted 
average of the three is taken it works out at 29 pei cent for 
industry as a whole. ^ Of course the allocation of trades 
between the monopolised and competitive categories is 
bound to be somewhat arbitrary, for it is ajl a question of 
judgement and degree ; but it is fair to conclude that 
between two-thirds and three-quarters of the workers in the 
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trades covered by the Census of Production were employed 
in competitive industries beforft the war. A policy directed 
against cartels could increase this proportion appreciably, and 
it may be assumed, I think, that the fraction of the labour 
force left over in the difficult categories is under one-fifth. 
In these industries the largi ^ze of the firm and the small 
number of undertakings required to meet demand create an 
apparent bias in favour of monopoly, although it must be 
repeated that the three largest firms may compete with each- 
other, and may face competition* from multi-product firms 
in other “ industries 

It may be»held that although concentration had not pro- 
ceeded so very far before the war, it is a continuing process 
and the*^mportance of the big concern is likely to grow 
apace. This may prove to be so, but there is altogether 
insufficient evidence to justify any definite prediction that it 
must occMr. On .the contrary, the information available for 
the United States ^indicates that the trend In favour of size 
may have been checked by more recent technological reasons. 
There was some growth in the average size of firms over the 
inter- war period, but this was due almost entirely to the 
relative expansion of certain industries where the firms were 
lasger than the avffrage. Within each industry, on the other 
hand, there was little indication that firms were growing 
larger ; indted in a good /nany# cases average size declined. 
It is also worth noting that the merger movement, which 
seemed at one time to threaten the survival of the independent 
producer, wjs of little importance after igZQ. The dafta are 
not satisfactory enough to justify detailed conclusions, but 
at all events there is no reason to predict that the big firm 
is bound to sweep all before it. 

The economies of large-scale production are usually ex- 
aggerated beyond all reason iif popjflar discussions.* It is 
true enough that costs fall for a time in most cases as output 

* Cf., e.g.t S. R. Dennison, “ The Problem of Bigness ”, Cambridge 
Review, No. 2. 
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is expanded, but beyond a certain point no further economies 
can be achieved ; ' and at this point there may still be a sub- 
stantial number of firms in the industry. Tfce Working Party 
Reports did not advocate big amalgamations and huge fac- 
tories for any of the industries covered. Even in the motor- 
car industry there is a sufficiently large total output to justify 
enough firms to preserve competition ; the main trouble has 
been the production of too many types by each individual 
• concern and, above all, the failure to standardise components. 

Some of the industrial giants have grown up because they 
have used their financial strength to expand, not necessarily 
with any sinister object in mind, but because they wanted to 
find scope for the investment of their savings in an industry 
with which they were familiar. These large firnrs should 
not be thought of as though they were simply enormous 
factories where production is concentrated to secure the 
economies of scale. They consist as a rule .of a large -number 
of factories, and' managerial decisions ha;/e to be delegated 
to preserve efficiency. For example, the General Motors 
Corporation not only obliges its constituents, such as Fisher 
Body Division, to keep separate accounts, but allows them 
to buy parts outside the organisation, if they can do so more 
cheaply. Unless, indeed, some such arrangement is made, 
serious loss may result to the firm ; and since this is the case 
it would seem that some, at» least,, of the big uriits could be 
broken up if this were thought desirable. I.C.I., which 
consists of a very large number of concerns, could be dis- 
solved into a number of smaller groupings wjthout losing 
any of the gains of mass-production at the factory level ; 
although in this case, where scientific research is so import- 
ant, a great deal might well be sacrificed in other- respects 
by doing so. 

* Cf. an article by J. M. ‘Blair of the Federal Trade Commission on 
the question : ** Does Large Scale Enterprise Result in Lower Costs ? 
Papers and Proceedings of the Sixteenth Annual Meeting of the American 
Economic Association. Also, “ The Structure of Industry ”, Temporary 
National Economic Committee, Monograph^ No. 27. 
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When a large concern in a dominating position must be 
accepted as inevitable, what is the right policy to follow ? 
First, and least important, is the danger that unduly high 
prices may be charged. Few firms are in ^o secure a position 
as to try to exploit the market unduly, and most would not 
wish to do so in any case. feo*far as I am aware, no serious 
student of the subject regards abnormal profits as the most 
important aspect of the problem, and most would probably 
agree with the author of the Fabian pamphlet from which we 
have quoted when he says : “ Whatever may be the case in 
other countries, most monopolies in the U.K. can be absolved 
of any charge of extortionate prices and profits To this 
we may add that in one other country, at least, extortionate 
profits CM be of only negligible quantitative importance. In 
the U.S.A. the profits of all corporations amounted to only 
3 per cent of total incomes over the ’thirties. When it is 
recalled* f hat a very large part of these profits was received 
by firms in competitive industries, and wfien allowance is 
also made for the fact that the n^onopolistic firms were 
entitled to reasonable profits themselves, the part which can 
be attributed to exploitation must be very small indeed — 
a trivial fraction of i per cent. Nevertheless, it seems proper 
that the state should have the right to investigate the 
accounts when a firm is in a very strong position, and the 
publication of the results# would in itself be a deterrent to 
the abuse of power. In some cases it may even be appro- 
priate for the state to fix maximum prices and thus extend 
the traditional policy which was applied to public utilities 
and railways. But the number of cases where this is likely 
to be necessary will be small.* 

Thert is no real danger that monopolists will get away 

* Those who are familiar with tfie academic literature will observe 
that I have made no reference to the proposition that price should be 
equal to short-ru^ marginal costs. The omission seems proper in a book 
which tries to discuss practical affairs. Cf., however, my article entitled, 
“ Private Enterprise and the Theory of Value ”, Manchester School. 
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with profits which are an outrageous proportion of the 
nation’s income ; but there *may be some clanger that they 
will take things easy because they feel so secure. Thus we 
come back to the* fundamental problem of ensuring that 
managers are kept on their toes, and in some cases domestic 
competition may not be strong* enough to meet the need. 
There is no certainty, of course, that slothfulness will result ; 
the large firms may be very vigorous and enterprising and 
•when this is the case, there is little reason to complain about 
their monopolistic position. It is doubtful whether anyone 
would care to make a serious charge under this heading 
against, say, I.C.I. or Courtaulds ! And sincedhis is so, the 
claim that all monopolies should be nationalised can be dis- 
missed as doctrinaire nonsense. But as a general safeguard 
it is always possible to subject even the large monopoly to 
strong competition by permitting its rivals overseas to sell 
on the British market. A real free-trade policy is ftwt of the 
question ; but In the not too distant future there could, 
perhaps, be less restriction of the import of goods which 
compete with those produced by what may, it is feared, 
become a slothful monopoly. 

Above all, it is necessary to emphasise the importance of 
studying the whole problem from the (Joint of view of a 
dynamic rather than a static economy. Nearly all the 
theoretical books * are sadly nt fault in this respedt, and much 
confusion has resulted from the attempt to apply their 
doctrines in discussing the real world. Technical progress is 
always changing the composition of output, challenging the 
position of established firms and providing opportunities 
for new men, with drive and ideas, to enter industry. If 
one’s viewpoint is static, one may feel that the big firms 
are permanently entrenched ; but it is instructive to ask 
where these big firmfe^werd twenty-five years ago. How 

* The works of Professor Joseph Schumpeter constitute a notable 
exception. Cf., e.g., Capitalism, Socialism and Democracy, chapter viii. 
More recently, Mr. P. W. S. Andrews h^ made a realistic and balanced 
survey of the problem in his Manufacturing^ Business. 
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many of them were small struggling concerns ? How many 
were in existence at all ? A hoSt of new products has come 
on to the marljet — motor-cars, radios, artificial fibres, 
refrigerators and so on indefinitely — and has transformed 
the whole industrial structure. The process of concentration 
in the railway industry readied its peak in the ’tw^ties, but 
already the lorries were there to challenge the power of the 
Big Four. It is against this background that the problems 
of monopoly and industrial organisation should be judged^ 
and because we have not second-Sight and cannot therefore 
say what new technical developments lie ahead, that is no 
reason to suppose that the economy will lack in the future 
the competitive stimulus which they provide. 

The facts set out above give little support to the fashion- 
able Marxian theory that this is the age of monopoly capitalism. 
If any label of this kind is to be used — and all labels are 
misleading — it would be more appropriate to say that this 
is the era of the labour unions. The workers are much more 
closely organised than the employers, and their unions exercise 
much greater political power than associations of employers 
in this country or in the U.S.A. It is probable that the 
day-to-day restrictive practices of the unions are a good 
deal more import^t than those of the capitalists ; and it is 
undoubtedly the case that tliere have been no instances of 
unpatriotic Sction by employers at a time of crisis to compare 
with those of which the dockers, in particular, have been 
guilty on more than one occasion in recent years. It is there- 
fore somewhat odd that the peccadilloes of the employers 
can be denounced in very strong language without in- 
curring a charge of bias ; but any plain speaking about 
the incomparably more important misdeeds of organised 
labour, even when these are clearly performed at the be- 
hest of foreign agents, is liable to .Be dubbed reactionary 
propaganda. Apparently a conditioned reflex has been 
developed in our minds and we are scarcely aware of the 
fact. 
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Nationalisation is no Remedy 

Nationalisation provides *'no solution to the problems 
discussed in the preceding sections ; on the contrary, it is 
almost certain in every case to make matters worse. 

The public corporations enjoy a degree of monopolistic 
power far. beyond the dreams df any private firm. It may 
be held that this does not matter because the managers of 
such organisations will think only of “ the public good ” with 
«minds which are free from any spot of sectional interest. If 
this were true it would imjjly that the corporations could be 
relied upon to adopt an attitude very different from that of 
the Government departments, although the latter have their 
Ministers who go to Cabinet meetings where general eco- 
nomic policy is discussed. Once more it must be^Tepeated 
that the Ministry of Agriculture is concerned above all with 
agriculture, the War Office is concerned with the army, and 
so on ; their attitude is essentially departmental an^d on the 
whole it is right that this should be so. If they — or the 
managers of public corporations — neglect their own peculiar 
interests because of their nebulous views about the “ public 
good ”, confusion is likely to result. It is better that each 
person in an executive position should be encouraged to get 
on with his own job and to defend the irtrterests of his own 
ministry, corporation or firm. At all events, whether one 
likes it or not, it is clear ^hat the big corpofations view 
matters in much the same way as the big private monopolies. 
The former have no profit motive in the narrow sense and 
this, as we shall see in the next paragraph, is a disadvantage ; 
but there is the same desire for power and prestige as before. 

The private firm is at least subject to the discipline of 
the balance-sheet ; but it is doubtful whether the public 
corporation will be, or indeed can be, subjected to control 
in quite the same way. It is true that the socialised in- 
dustries are supposed to cover their costs, but that rule can 
scarcely be applied inflexibly year by year in industries, 
such as the iron and steel industry, which are subject to 
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unavoidable fluctuations in demand. If the rule is relaxed 
too much, slackness may resullb; if a stern attempt is made 
to insist upon its observance, this will discourage the taking 
of risks. In a 'private firm, on the ojther hand, profits 
fluctuate sharply and thus provide a needed buffer when 
circumstances change ; but^ sif the same time, the anxiety 
of the directors to make profits, and the more ultimate danger 
of complete bankruptcy, mean that the obligation to cover 
costs cannot be disregarded in the end. In the latter case^ 
there are both flexibility and an incentive to do well. In the 
former case, where there is no “ equity interest ”, it is 
difficult to sep how both requirements can be met, as some 
socialist econbmists have begun to realise. 

Somdcf)rivate industries have been severely criticised in 
the past on the ground that their cartel organisation involved 
price-fixing and market-sharing, but it can scarcely be 
claimed^that nationalisation removes this evil. The great 
corporations are charged with covering costs, but only for 
each industry as a whole ; * there is no presumption at all that 
the units within each industry will he required to stand on 
their own feet to any greater extent than in the most 
cartellised industry. On the contrary, costs and receipts are 
likely to be pooled to an extent never known before and the 
whole price structure rigged in order to avoid disturbance. 
The railways will presumably Ijenefit at the expense of the 
road industry, the inefffcient mines will be carried in- 
definitely by the more efficient, and so on. 

The principal reason for regarding with apprehension 
the dominating monopolistic power of some large firms is 
the possibility that management may grow slack without the 
stimulus of competition. With public ownership such fears 
are intensified rather than calmed . The impregnable position 
of the public corporation is suth that the management need 

* An exception has been made in the case of the gas industry where 
each of the twelve Area Boards is required to cover its costs independently. 
Even in this case, however, costs and receipts may be pooled within each 
area. 
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have little fear of newcomers or of private firms left in the 
industry. It is true that in«*the case of the iron and steel 
industry the Labour Party has been defeated by the extra- 
ordinary complexity of its connections with other industries, 
and in some sectors public concerns are to operate alongside 
private co^mpanies. But nothing can be more certain than 
that the slate will not allow itself to be challenged in any 
sector where its own interests are substantial. Its private 
jivals, as soon as they become dangerous, may be nationalised 
in the same way as the mv)tor transport industry has been 
nationalised to prevent it from threatening the publicly 
owned railways. Or if the rivals escape nationqjisation, they 
will at least discover that their efficiency has become a 
“ public problem ” which requires for its solutio» such a 
dose of “ co-ordination ” as to render them harmless ever 
after. In general it is a great defect of publicly owned 
concerns that there will be strong political opposition to 
their bankruptcy and dissolution. What would have hap- 
pened if the stage-coaches had been owned by the state and 
indignant M.P.s had -protested continuously against the 
losses they were making as a result of unco-ordinated ” 
rail competition } 

It is not, of course, inevitable that a public corporation 
will rest on its oars because every serious rival is sunk as 
soon as it appears. Nor is it^inevitable that the large private 
monopoly will do so. But one of the main arguments put 
forward in defence of socialisation is the claim that when a 
firm enjoys monopoly power it should be in public owner- 
ship, and it is likely to be an empty claim, unless there is 
good reason to believe that the new corporation will be more 
on its toes all the time than the private firm it has taken 
over. I doubt whether anyone would seriously advance so 
extraordinary a proposivion with regard to I.C.I., which has 
been mentioned as a possible victim, or with regard to 
Courtaulds or Unilever. Even those who* can swallow 
such a suggestion would have difficulty in showing that it 
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provided a firm foundation for an entire social and political 
philosophy. 

I do not thinJi that anyone who had an opportunity of 
observing events at the time will contradict the statement 
that the Labour Government had no clear idea in 1945 of 
how to run the industries which it was determined to 
nationalise. The socialist literature on the subjecr was little 
help to them in this respect, for although it contained much 
criticism of private industries — some of it pertinent enough « 
— the sections on nationalisation Said very little of substance. 
There was occasionally some detail about the organisation 
of the public# corporations — a committee here and a chair- 
man there — but no real analysis of the problems of eco- 
nomic operation was to be found. Nor has the position been 
much improved since then, if one may judge from the deplor- 
able standard of Ministerial speeches during the debate on 
the Ste^l Bill.^ ^though I am opposed to nationalisation 
on political grounds, because it will weaken the basis of 
democracy if carried too far, I am fully prepared to admit 
in principle that, if attention is confined to economic con- 
siderations alone, there may sometimes be a case for taking 
over some industry. The case may be there but so far it 
has not been stacked ; and the more I cast about for any 
substantial reasons for such action the more I am at a loss 
to find theifi. In this I am not^alone, and it is only right to 
express dismay at the prospect of a great party embarking 
upon a series of experiments which may affect our whole 
social life, without being able to offer anything which 
approaches \o a coherent explanation of what it is trying 
to do. 
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INFLATION, CONTROLS AND THE 
FOUR-YEAR PLAN 

In an economy regulated by the price mechanism, the 
allocation of resources between different uses is largely 
determined by the pull of monetary demands ; and the 
merits of this procedure have been stressed in eapltcr pages. 
In such an economy, money is indispensable both as a 
medium of exchange and as a common denominator in 
which the values of heterogeneous goods can be set against 
their heterogeneous costs. But if the total volume of 
monetary outlay is too great, then the operation of the price 
mechanism may provo so unsatisfactory, whether from the 
point of view of efficiency or equity, that direct controls, 
administered by the state, may be desirable in spite of the 
attendant ills which their use involves. •• 

Types of Inflation 

It may be well at the outset t'o distinguish between the 
two ways in which inflation can be engendered : 

(«) Inflation may result from excessive monetary expendi- 
ture, now sometimes described by the convenient cliche 
— “ Too much money chasing too few goods **. (See 
the Appendix on the Inflationary Gap.) 

(i) The second type of inflation may be labelled a cost-price 
inflation. With full employment there is always a strong 
pressure in most industries for higher v^ages which, if 
conceded, will tend to raise prices. Furthermore, wages 
may be raised in expanding industries in order to attract 
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labour ; and since trade unions are unlikely to sanction 
correspondingly lower wa^s in contracting industries, 
the average js slowly pushed up. Alternatively, the 
upward movement may start with rising prices for im- 
ported goods, and wages may follow rather than lead ; 
more expensive imports may raise the cost of living, and 
demands for higher wages, leading in turn to sxill higher 
prices, may follow. 

Inflation of both kinds was apparent during the war, and 
the interconnections between the two were so close as to 
make it impcjssible to estimate the relative importance of 
each. Nevertheless, the conceptual distinction is important, 
even in dealing with the war, and is essential in discussing 
peace-time problems. For although the first type of inflation 
may be removed, the second is likely to be a permanent feature 
of a “ fnH-employment ” economy. 


Taxation and the Inflationary Gap 

At the time of writing the inflationary gap seems to be 
fairly small. Whether it will remain small will depend 
very largely upon the validity of the usual assumption that 
the world is in a 'period of transition from war to peace. 
With the last conflict only a little way behind, the mental 
bias in favoftr of such a view is» well-nigh irresistible ; but 
with the passage of time, it has become unpleasantly clear 
that the facts are against it. It is more probable that we are 
in transition from one war to another, and the democratic 
Powers are faced once more with the terrible choice between 
fighting and surrendering. Even if war is avoided, this will 
only be because the West has built up a sufficiently over- 
whelming military strength to deter the Russian imperialists. 
In either fevent, the burden of arm^^ents is bound to be 
heavy, and it is somewhat unrealistic to discuss present diffi- 
culties on the assumption that one is dealing with a peace- 
time economy. In view of Russian policy, prudence would 
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seem to recommend a more substantial defence programme,* 
especially in the U.S.A., which would allow the democratic 
Powers to prevent further encroachments in Asia as well as 
in Europe. Yet heavy armament expenditure may per- 
petuate inflation and require the retention of controls during 
a long period of “ armed pea6e It is a bitter thought that 
in this way the militarists in the East, even if they do not 
conquer us, can make us shape our affairs according to their 
cwn mould. 

As always, the democi'acies can be expected to do little 
and to do it too late. Increased expenditure on defence may 
not therefore be so heavy as to force our economy back on a 
war footing for some time, but it will be sufticiently sub- 
stantial to render imperative the utmost econonlY'in other 
directions. 

The uncertainty with regard to military expenditure 
makes prediction virtually impossible, but if it wcft't not for 
the possibility of an increase in this item,, it would be reason- 
able to assume that the acute inflationary phase was over. That 
does not imply that the position is satisfactory. If some sort 
of balance has been almost achieved this has been possible 
only by maintaining taxation at a level which has an adverse 
effect on enterprise and efficiency. Af the present time, 
7s. 6d. is taken away by the tax-collector out of every pound 


* There is every reason to suppose that even without any increase 
in the resources devoted to defence, British security could be enhanced 
by a more efficient use of what is already available. In general, the 
Labour Government has behaved as though it were under the curse of 
predestination. When it assumed office its members werfc intimidated by 
the Service Departments and bewildered by problems which they had 
tended, with the exception of Mr. Bevin, to neglect and despise. Hence 
the muddle over demobilisation and the disposal of surplus stores. The 
Government could have been assailed even more vigorously at the time, 
but some Tories felt that moderation was advisable because the Labour 
Party was likely to revert in time t6 its more traditional attitude, cut the 
Services too severely and simply disregard their needs from lack of 
interest. This, of course, is what has happened. 
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of private income, which is 3s. more than in 1338 and only 6d. 
less than in 1344 when the wat effort was at its peak. The 
United Kingdon) is the most heavily taxed country in the 
world, and while Sir Stafford Cripps is certainly right in 
maintaining that the burden must be borne so long as the 
other items in the national accounts are unchanged, the 
possibility of making such changes deserves close Considera- 
tion. Furthermore, although the worst of the inflation may 
be over, the gap has not been completely closed. Soma 
further reduction in total monetafy expenditure is necessary 
and it should be achieved, not by a further increase in taxa- 
tion, but by A cut in Government expenditure. 

In deciding how far to go in applying a deflationary 
policy, it 'is salutary to reflect that the estimates of future 
expenditure may be .wrong, and all kinds of unforeseeable 
events may upset a too precarious balance. A country with 
a seriouB*balance^of-payments problem should try to insure 
against such risks jof renewed inflation by deflating slightly 
more than would appear to be i^rictly necessary if the 
statistical estimates of future developments were not subject 
to a margin of error. 

Finally, it is necessary to refer once more to the distinc- 
tion between the ilvo types of inflation made above. With 
regard to the second of these types — the cost-price inflation 
— it may no*t be true to saj that riie most acute phase is over, 
and all kinds of ominous developments may lie ahead. Some 
reference is made to such dangers in the present chapter, 
but the mzifi discussion is to be found in the concluding 
section of the chapter on the British Balance of Payments. 

Possible Economies 

The hijgh level of gross domestic investment * (£2300 
million in 1849, according to plan) is one reason for desiring 

* By “ investment ’* is meant not the purchase of securities but the 
production of capital goods such as houses, factories and equipment. 
Both public and private expenditures are included in the figure above. 
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a substantial budget surplus. It may be claimed that 
investment has become a fetish and that productivity could 
be raised just as much by further restricting the expenditure 
on capital goods Which would permit the abandonment of 
some remaining controls and would make possible a cut in 
direct ta?^ation. This view is^qtiite tenable and the weighing 
of the pros and cons presents a nice problem in practical 
judgement. It would certainly be a mistake to suppose that 
•we can follow Soviet policy in these matters ; for the U.S.S.R. 
has reduced consumption in favour of investment mainly by 
the use of indirect taxes, and has thus avoided to a large 
extent the evil consequences of high direct taxation in the 
form of smaller rewards for work and enterprise. With our 
greater regard for equity, such methods are nt^t possible 
here. 

If any cuts were to be made, it would probably be unwise 
to allow them to fall on investment in manufacturing Industry 
as a whole, where only £450 million gross — or perhaps 
£200 to £250 million netTafter allowing for depreciation — was 
to be spent in i 849 * Out of a total national product of about 
1 1,000 million this does not appear to be an excessive 
amount for a country which must make substantial structural 
changes and must try, if it can, to raise*the level of output 
per head by introducing new techniques. But it might well 
be possible to make some cuts elsewhere, for example in 
the expenditure on construction and plant for the nationalised 
industries, shipping and the social services which was planned 
to reach the disproportionately large sum of ..^680 million 
(gross). After all, a reduction of only £150 million in the 
budget surplus would be the equivalent of a shilling in the 
pound on the income tax ; a cut of £200 million would be 
equal to the total amount of income tax paid out of wages 
in 1848, with all the dfiscouraging effects which are so well 
known. 

Apart from the expenditure on the nationalised industries, 
the state takes goods and services to the value of about £2000 
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million for its own use ; it gives transfer incomes of £1300 
million which are not a reward for current production but 
which compete for the goods and services available with 
those which are ; finally, it grants subsidies at a cost of over 
£500 million. There can be little doubt that substantial 
economies could be made by a Government which was less 
wasteful in its administration, and it should also tie possible 
to make some changes in the ill-conceived health service. 
On the other hand, it would be unwise to suggest that social 
security transfer payments, which amount to £500 million 
and consist largely of old-age pensions and family allowances, 
could be reduced. After all, it is a basic principle of Con- 
servative as well as Labour policy that reasonable benefits 
should be*paid to the old and to the casualties of economic 
life ; only the Communists, who approve presumably of the 
abolition of unemployment pay and the stern treatment of 
the olduM the U.f 5 .S.R., could dispute this principle. The 
food subsidies are much less defensible and should never 
have been allowed to reach their present staggering figure ; 
as Sir Stafford Cripps has observed,- prices have “ got out 
of all relationship with realities But the harm has been 
done, and it will be difficult enough to prevent further 
increases, let alone’Tnake a substantial cut, without provoking 
more political opposition th: any Government will care 
to face. 

No attempt will be made here to examine the statistics 
in detail or to suggest the magnitudes of the possible eco- 
nomies. But it seems reasonably safe to assume that as 
much as £500 million could be saved by cutting both 
investment and state expenditure which amount together to 
over £6qoo million ; ^ and if even half that sum were devoted 
to the reduction of direct taxation it would be well worth 
while. Td hope for much mofe woifld probably be foolish. 
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We have burdened ourselves with a heavy weight of com- 
munal expenditure and for Jrears to come we shall have to 
endure the consequences. Perhaps it is possible to envisage 
a world where this would not matter ; people would work 
for the fun of it and no-one would complain. But the world 
is not like this ; and since personal consumption provides a 
special sti^mulus and satisfaction which communal consump- 
tion, however admirable in other ways, seems to lack, it is 
unfortunate that we should have chosen just this period in 
the country’s history to 'embark upon so many ambitious 
schemes. 

In general, it is a great mistake to give so much away 
free — free, that is to say, to the citizen as consumer, although 
the services are by no means free to the citizen as a tax- 
payer. Such a policy fosters extravagance on the part of 
both the recipients and those who administer the schemes. 
The principle of the shilling charge for; all prescriptions 
should be widely extended and a larger contribution levied 
in such cases as the provision of spectacles, false teeth, 
hospital services and school books. The poor should not, 
of course, be expected to pay, but the number of those who 
are really poor is small. In 1848, the nation spent £1700 
million on drink, tobacco and entertainriients, a sum which 
was equal to four-fifths its expenditure on food. (It was 
also equal to ten times the net unearned incomes of the 
payers of surtax.) Most of this enormous expenditure was 
made by the working class, and it is therefore absurd to 
pretend that the workers must suffer frightful^ hardships if 
they are expected to contribute a little directly towards the cost 
of the health services and to pay slightly higher prices for food. 

In any case, we have long since passed the stage when 
welfare schemes can be regarded primarily as a means of 
redistributing income ''between the rich and the working 
class. The workers themselves are heavily taxed, and the 
main effect of elaborate welfare schemes is to offer them 
something free at the expense of compelling them to do 
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without Other things which they may prefer. The paternal 
attitude of the Government lAay, or may not, result in a 
better compositiqp of outlay ; but whatever is thought about 
that, it must be admitted that such a* policy may affect 
people’s willingness to work, especially if marginal earnings 
are heavily taxed, with repercussions which may, in the end, 
jeopardise the welfare state itself. Social welfare^ may ulti- 
mately be damaged, not enhanced, if the Government behaves 
like a fussy governess in these matters. In saying this, I do not 
wish for a moment to denigrate the fine ideals of the welfare 
state ; but it is possible to move too fast, especially at a time 
of economic trisis. 

According to a sobering article in the Economist * it will 
take about a quarter of a century to reduce taxation of all 
kinds to 5s. in the ppund even if {a) productivity increases 
at z\ per cent per annum as assumed in the Four-Year Plan 
and {by Government expenditure does not rise above its 
present level. Unless there is some change in policy, this 
is the prospect before us for the next couple of decades — 
even if a large defence programme should prove to be 
unnecessary. As production per head increases, the country 
may be able to edge its way slowly out of its difficulties ; but 
the weight of taxation in itself will slow down the rate of 
progress. Productivity must be accorded the leading role 
in any drama of recovery yet it is not being given a reason- 
able chance to play its part. 

The Dilemma in the Four- Year Plan 

No-one can complain that the authors of the Four-Year 
Plan have set their sights too low. 

“ Broadly speaking, this Programme provides for an 
expansion of output in manufacturing, mining, agriculture, 
building and public utilities takeh together as a whole to 
a level of ofie-third above pre-war and, despite a constant 
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or slightly declining force, to increase manufacturing out- 
put by a quarter in the Ave years from 1347 to a level 
about 40 per cent above 1838.” ^ 

The expansion is certainly ambitious but it is also necessary. 
It need not be deemed beyond our powers, but it will only be 
fulfilled in. conditions favourable to initiative and enterprise. 

The White Paper is, indeed, a paradoxical document, and 
its paragraphs indirectly suggest, although they do not openly 
state, the dilemma with v^hich the country appears to be 
faced. On the one hand, the Government sets out its 
“ Plan ” for the development of the economy ^over the next 
few years. The various industries are to expand in varying 
specified degrees ; additions to capital are to be^made at a 
certain rate and will be distributed in such and such a way ; 
and so on. These programmes may* be regarded as un- 
satisfactory in some respects ; but even if they are ^accepted, 
some means myst be found of enforcing’ them. The ob- 
vious answer is the continued use of controls, but it is a 
poor one. “ Controls over production,” say the authors 
of the document, “ however exercised, undoubtedly restrain 
initiative and enterprise.” The Plan depends not only on 
such negative measures as the prevent^n of extravagant 
imports and the like ; it depends also on an increase in 
productivity on which it would be rash to count if there 
were still a barbed-wire entanglement of controls. Hence 
the apparent dilemma. 

A detailed survey of these complicated mafters is out of 
the question, but an attempt can be made to discuss some 
of the more general topics : 

(i) How can the total volume of investment be held within 
reasonable limits and inflation prevented if controls are 
abolished ? 

» Cmd. 7572 . The purpose of the Plan is “ fo achieve as soon 
as possible and maintain a satisfactory level of economic activity without 
extraordinary outside assistance 
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(2) How can the composition of investment be related to 
social priorities ? 

(3) Will it still bp necessary to ration foodstuffs if the infla- 
tion has been brought under control i 

(4) How can export targets be enforced ? 

(5) Is it true that so long imports must be controlled 
directly by the state, their internal allocation^ must also 
be determined by controls ? 

The Control of Total Investment 

It may be stated at once that an elaborate network of 
controls is unnecessary to restrict the volume of total invest- 
ment. By a*nd large, the iron and steel control and the 
regulation*of building permits should suffice. Some invest- 
ment might escape ^the net, but it would scarcely be of 
sufficient importance to warrant the use of scores of other 
controb and the employment of thousands of man-years in 
their enforcement. This reliance upon a couple of key 
controls would simplify enormously the task of administra- 
tion and would be a great boon to the business man ; but 
enterprise would still suffer to some extent from the doling 
out, according to more or less arbitrary rules of thumb, of 
supplies of steel afld of building permits. There is, there- 
fore, a strong case for investigating the other methods of 
preventing Excessive investment* 

When savings are inadequate in relation to the demand 
for capital goods, high rates of interest may appear to be 
appropriate, and the regulation in this way of the cost of 
borrowing was a central feature of orthodox monetary 
policy. The brakes were not always applied with sufficient 
firmnesSiOr speed to be fully effective, but the principle was 
there; the modern policy of keeping cViarges deliberately 
low durirfg an inflationary pfiriod ^fliust be regarded as a 
major breach with the past. The arguments in favour of 
the cheap-money policy are familiar. It was felt that only 
intolerably high rates of interest would do the trick after 
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the war, and this would add appreciably to the burden of 
the national debt. Since k thorough-going dear-money 
policy was out of the question and controls appeared to be 
necessary in any case for other reasons, it was held that there 
was little point in raising interest rates at all.^ (Dr. Dalton, 
indeed, managed for a time toi reduce them during the phase 
of ultra-cheap money with some unfortunate consequences.^) 
In any case many firms held large cash reserves after the 
war and might not have been readily deflected by high rates 
alone from any course they wished to follow. 

Whatever views may have been held on the position after 
the war, it is probable that the more recent tendency 
towards dearer money has helped to mitigate the inflation. 
The danger of excessive expenditure on investmeniris anyhow 
appreciably less and firms no longer hold such large reserves, 
with the result that a moderate increase in the cost of 
borrowing ought to be more effective than it would have 
been two or thrCe years ago. Expenditure on consumption 
out of capital will be penalised and positive savings en- 
couraged, which will reduce correspondingly the size of the 
budget surplus required to check inflation. The only dis- 
advantage is a possible increase in the cost of the national 
debt, and this is, I think, often exaggerated. 

Excessive investment might also be discouraged if it were 
possible to impose an indirect tax on capital gbods, which 
would be analogous to dearer money, with the obvious 
difference that the cost of the national debt would not be 

’ This argument ignored the fact that a higher rate of interest would 
have made it less attractive to use scarce savings for very long-term pro- 
jects. Cheap money has tended to distort the time-shape of investment. 

* For discussion of this experiment the reader is referred to an 
article by F. Paish entitled “ Cheap Money ”, Economica ^ 

Dr. Dalton's policy not only made borrowing cheaper but gave a bonus 
to anyone who wished to realise his capital whether for consumption or 
for business expenditure. Thus he put a greater strain on the controls 
which were already weakened very seriously by the abandonment of the 
main controls over man-power. Furthermore, while investors lost heavily 
when the policy was abandoned, the speculators did wdil out of it. Mr. 
Paish’s comment is : “If Dr. Dalton was the rentier's enemy, he was 
much more the speculator’s friend ”. 
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increased. It is not easy to see how such a tax could be 
devised, but fortunately a similar effect could be achieved 
by the selective ^use of direct taxation. The principle of 
selection has been applied to the Profits Tax which falls 
more heavily on distributed profits (25 per cent) than on 
profits which are saved (10 j)ir cent). That in itself is no 
reason why this otherwise unsatisfactory tax ^should be 
retained; for. a similar element of discrimination could be 
introduced into the income tax, and the Profits Tax does nqf, 
in any case, discriminate to the right extent. 

The income tax might therefore be modified in the follow- 
ing way : 

(1) Dividends would be taxed at source at the usual standard 
rate of income tax, but no additional deduction should 
be made and the Profits Tax should be abolished. (If 
it is felt that unearned incomes are taxed too lightly — 
a dunbtful pBoposition — income tax and surtax should 
be revised ; bijt there is no reason to pAialise the share- 
holder while the bond-holder and the landlord escape.) 

(2) Undistributed profits should be divided in the propor- 
tion in which the firm has (a) added to its reserves and 
(i) purchased capital goods. The latter part would be 
taxed more severely than the former if there were inflation. 
Indeed the saving of funds which were not currently 
used should be let off hghtly (say 6s. 8d. in the pound);* 
while profits spent on capital extensions should bear a 
weigh tier-charge (say 9s.). 

The proposal for a selective income tax must not be re- 
garded as evidence of any hostility towards investment ! It 
is put forward rather as a means of dealing with the alleged 
danger df a vast and inflationary increase in the expenditure 
on capital £oods if controls we^e abaiyloned. The technique 
of selection might well be retained* as a permanent feature 

' The generatty admitted inadequacy of the allowances for deprecia- 
tion, as sanctioned by the Inland Revenue, provides an additional reason 
for a low rate. 
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of the income tax, and could be used in the opposite way 
in times of deflation to encourage both investment and the 
distribution of dividends, and to discourage additions to 
reserves. Although more complex, it offers a number of 
advantages over the present system of income tax. When 
there is only a single rate of tay 900 is always confronted with 
some kind- of dilemma. In inflationary conditions, a high 
rate seems appropriate as a means of reducing consumption 
a^id withdrawing funds which might otherwise be used for 
investment ; but a high cate leaves business with a very 
meagre reward for the risks it must bear, and anyhow, in 
so far as the tax is paid out of what would otherwise have 
been saved and set aside, the inflationary pressure is not 
reduced at all. Conversely, when monetary expenditure is 
tending to decline below what is needed to maintain a high 
level of employment, lower rates of income tax are appro- 
priate ; but again one is faced with the^ difficulty that a 
substantial parteof the additional funds left behind by the 
tax-collector may not be put to any current use. The 
arrangement proposed, would mitigate these difficulties. 

This section may be concluded by repeating that very few 
direct controls are required to prevent an excessive volume 
of expenditure on capital goods, and the^regulation of such 
expenditure would be very much easier if the somewhat 
neglected financial measures were employed. *' Indeed by 
using the latter more fully, it might prove possible to remove 
the remaining controls altogether unless they were required 
for some other purpose. Whether the control of new issues 
of securities would still be needed is also highly doubtful. 

The Composition of Investment 

One other purpose which controls are meant to serve is 
that of ensuring that the composition of investment is right 
and in accord with “ social priorities “ Social priorities ” 
should certainly be observed, but the use of the term is too 
often question-begging and conveys the impression that 
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without the direct intervention of the state only the most 
haphazard allocation of expeftditure would result. Yet 
business men do not invest for fun ; they invest because they 
anticipate a sufficiently strong demand. from home con- 
sumers and from foreign purchasers to warrant the risking 
of capital by the purchase of^f^tories and equipment. It is 
not, in fact, immediately obvious that the responseK)f private 
firms will be in some way less satisfactory than the plans 
imposed from the centre. Some further analysis is require^ 
and to sharpen the issue it will be assumed that the total 
volume of investment has been restricted to the level con- 
sistent with tjie prevention of inflation. The only task is 
to ensure that capital outlay takes the “ right *’ forms. 

That private investment tends to reflect anticipated con- 
sumers’ demand will not be regarded as an argument in its 
favour by the die-hard planner, in whose eyes all consumers 
are dolt® *vho cannot tell what is good for them and whose 
wishes should count for nothing. There is a strong sug- 
gestion of totalitarianism in many of the arguments in favour 
of investment control, and they must .be discounted accord- 
ingly. Nevertheless, the fact remains that it may be 
necessary, in an economy which is as badly placed as ours, 
to interfere, however reluctantly, with consumers’ freedom. 
Let us try to put the argument as strongly as possible. 
Consumers tio not understand |he collective consequence^ 
of their actions, harmless though they may be when judged 
in isolation, ^t the present time, their tastes would warrant 
increased investment in luxury cinemas and greyhound 
tracks ; pri\^ate firms, if permitted, would respond accord- 
ingly. Nor is this all. The ease with which different firms 
can finance new investment will depend upon all kinds of 
circumstances, many of them irrelevant from the point of 
view of ensuring that “ priorities ”,»even as given by the 
anticipation of sales, will be observed. A large combine 
which wants tft build another “ fun-fair ” may be able to get 
capital, whereas a new and struggling concern, whose owner 
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has devised some promising product for export, may have 
difficulty in raising the funds it needs. 

It must be admitted at once that some direct controls 
and prohibitions are needed to deal with projects which are 
of little national importance at a time such as this. The 
building of large houses, cine^p, greyhound tracks and the 
like should be prohibited altogether, or permitted only by 
special licence ; and the law should be enforced by means 
o/ drastic penalties. But examples of this kind, which 
feature so largely in the propaganda in favour of physical 
planning, are of minor importance and can be coped with 
easily enough. It is the allocation of investgient between 
uses all of which are defensible which raises 'more serious 
difficulties. The procedure of physical planning is to 
allocate the resources required not only as between uses but 
even as between firms, and we have 'dealt with the con- 
sequences in previous chapters — the delays, the.vaste of 
man-power, the^ almost insuperable obstacles to the new- 
comer, the handicaps imposed on the lAore efficient firms 
which are prevented from using their financial strength in 
order to expand. The small but promising firm may be at 
a disadvantage under the price mechanism, as mentioned 
above, but it is certainly not helped by planning. Indeed, 
there is a strong tendency for the whole approach to be 
static. Not only large firmg but large and obvious types of 
output are unduly favoured, and to(b much attention is usually 
given to the “ staple industries although the export trade 
is likely to consist less and less of such goods as cotton and 
more of a miscellaneous range of products.* Moreover, if 

' Cf. The Times, leading article October i6, “ Apart fr9m the 
basic industries, those in the development areas, and the textile industries, 
it is probable that others are on balance unable even fully to meet their 
bare replacement needs. . Inequitably, if the basic inclustry pro- 
grammes and public building? are continued on their present scale, while 
consumption is at least maintained, the resources available for the re- 
equipment of the general range of intermediate and finishing industries 
will not be enough to safeguard the country’s industrial and economic 
future.” 
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one views these matters historically, one is impressed by the 
number of new goods which kre always over the horizon 
and concealed fropi contemporary observers. It is useless to 
try to predict what is coming, but it is essential to provide 
freedom and scope for such new developments. This country 
must continue to be a pion^jCB^ and it will go ill with it if 
it has to wait until the official committees, whizh allocate 
resources, are convinced by the work of unregulated genius 
overseas that the projects are sound. If progress is permitted) 
it will certainly not be costless. Many projects which private 
business men are prepared to back would appear to be inde- 
fensible beforis the event if judged by the sober rules of the 
accountant ; many will certainly prove to have been wrong 
after the event and capital will have been wasted. But it is by 
taking such risks and incurring such losses that large advances 
are made. It is scarcely plausible to suppose that Henry 
Ford oftWilliam l^Iorris could have done what they did if their 
investment projects had been regulated by oivil servants. 

If private investment may be wrongly directed, state- 
controlled investment is by no means immune from such 
dangers. It is not at all clear that private investment, as 
regulated by anticipated demand, will imply a worse alloca- 
tion of resources 2fe between different industries than will 
planned investment. It is reasonably clear that the alloca- 
tion will be*better as between firms within each industry.; 
and that is an important consideration. To say this is not 
to imply that an extreme laisser-faire position should be 
adopted. There is scope for co-operation between the state 
and industry — not the close co-operation of the controller 
and the big firm or the trade association, but a form of mutual 
assistance which may nevertheless be most beneficial. The 
country is faced with the need to adjust its industrial struc- 
ture both ’rapidly and substaiftially^ih view of the terrible 
deterioration in its balance of payments since i 839 - 
future is uncertain and no-one can foresee what exactly is 
required ; but capital goods last for a long time and the 
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resources available for their production are narrowly limited. 
The nation must give its hostages to fortune, and it is likely 
to fare better if differing opinions are giveji due weight. In 
its Four-Year Plan, the Labour Government set down views 
about the future in a way which should be some rough 
guide to private firms. Impqrts are not expected to rise 
much above the present level, and business men can assume 
with good reason that the country will have to aim at greater 
self-sufficiency than before the war, even if trade is sub- 
sequently regulated entirely by means of the price mechanism, 
including the rate of exchange. The White Paper, however, 
goes beyond this and indicates the proportions in which 
investment should be distributed between different industries, 
a rather more dubious step. It is true that the fatter state- 
ment, although more liable to error, may also be regarded 
as valuable advice. The experts of the civil service have 
devoted a good deal of time and thought, to these matters, 
and business should welcome any expression of opinion 
which they are prepared to make — provided no-one tries 
to pretend that the experts, whether inside or outside White- 
hall, are necessarily right. In short, the Government may 
provide a general intelligence service on economic affairs, 
and if it stops at that no harm is done. • 

It is a different matter if the Government tries to enforce 
its views by allocating resources industry by fndustry and 
firm by firm. Apart from the inflexibility already stressed, 
it may be unwise to ride roughshod over the private manage- 
ments which possess, after all, a great deal of detailed 
knowledge ; and it is certainly dangerous, from a political 
point of view, for the Government to work out detailed plans 
in conjunction with “ the leaders of industry ’’ — bthe cor- 
porative technique. Even in the socialised industries, the 
Government would dofwell t6 leave a good deal tcf autonom- 
ous managers. 

In any case it is by no means clear how the more elaborate 
plans can be enforced. When there is a strong pent-up 
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demand for capital goods, the state can try to determine the 
relative sizes of the different outlet streams by means of 
controls. But if divestment demand is no longer excessive, 
such negative means of regulation may prove to be of little 
avail. Unless the private pattern, as determined by the 
decisions of thousands of ipanagers, should prove to be 
roughly the same as the Government’s plan, it wiS be found 
that, while the controls are restricting investment of some 
types, there is less private demand for others than the controls 
would permit and the plan prescfibe. Even the managers 
of socialised industries may be reluctant to act according to 
the plan if they are also under an obligation to cover costs 
out of receipts. 

It is suggested that this conclusion may be of some 
practical importance.. There are, indeed, three alternatives : 

(1) Th^ ^tate may draw up its investment programme and 
try to enforce it by means of controls. But such a 
policy not only hnplies that Whitehall knows best ; it also 
presupposes chronic inflation without which such negative 
devices as controls will prove ineffective. 

(2) When inflation has been conquered the state may do no 
more than express its views as to future needs and thus 
provide an intelligence service to private industry. 

(3) The stata may intervene to a^ greater extent than is sug- 
gested in (2) by the use of indirect taxes and subsidies. 

From a moderate and realistic point of view, a combina- 
tion of (2) aqd (3) seems to provide the proper policy for a 
democratic country after the worse arrears of the war have 
been made good. The use of direct controls may be necessary 
for some-time after a war in order to keep investment within 
reasonable limits, and they can also be used to determine the 
composition of investment according ^o what is regarded as 
the appropriate pattern. The controls needed for this pur- 
pose, however, should be few in number, and the bewildering 
array maintained for several years in the United Kingdom 
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could not be justified with reference to investment policy. 
Subsequently, as inflation is gradually eliminated, direct 
controls will become increasingly ineffectyre, and the whole 
theory of “ planned investment ”, which has been enunciated 
with such eclat as one of the great new achievements of 
“ progressive ” economics, niu§t be regarded as dangerously 
superficiak The theory is essentially restrictionist, and the 
practical means employed are only negative ones which will 
be of little avail unless a permanent and deliberately en- 
gendered inflation is accepted as a corollary. If the state 
feels that there is too little investment in some lines it must 
give subsidies ; elsewhere, it must impose indirect taxes. 
The extent to which such intervention should be carried 
will be a matter of opinion ; there would certainly be 
difficulties in trying to carry it very far. But the important 
point to stress is that such methods are consistent with the 
delegation, by means of the price mechanism, of aihdetailed 
decisions to the men on the spot. 

The Rationing of Food 

As the inflationary pressure is gradually reduced and 
consumers’ expenditure brought into a more appropriate 
relationship with the value of goods bailable at existing 
prices, supply is likely to exceed demand for some com- 
modities while it still falls short in the case of ofhers. There 
are strong indications that this fias begun to occur already 
at the time of writing. Prices will tend to fall in some cases 
and it must be emphasised that they should be allowed to 
rise in others. For by gradually abandoning price control, 
a powerful impetus will be given to the change in the com- 
position of output which is required. 

Foodstuffs, however, must be treated as a special case. 
Even if there is no general* inflation, the priced at which 
demand would be equated to supply on a free market may 
be deemed too high on grounds of equity ; and so long as 
this is so, rationing must continue. Moreover, higher prices 
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in this case would not have much effect in increasing supplies. 
The home producer already receives much more than the 
consumer pays, aijd the supply of imported foods will depend 
on other factors. The continued rationing of a few goods 
for a certain period might therefore be appropriate, even 
if general inflation had gone. jOf course, supplies may increase 
very appreciably, if import prices fall and export&^are main- 
tained ; we are concerned here with analysis, not prediction. 

In the event, the answer will depend not only upon 
supplies but also upon the policy with regard to food 
subsidies. It is improbable, of course, that the complete 
abolition of subsidies, say, in 1348, would have raised all 
prices sufficiently to ensure equilibrium for every kind of 
foodstuff. • For example, if the subsidies on bacon, tea, 
cheese and sugar had^been removed at the end of 1848 each 
consumer would have had to pay only an extra 5Jd. a week * 
on these oommodities, and it is difficult to believe that with 
only this increase in prices there would have»been enough to 
go round. Thus some rationing might still be necessary even 
if subsidies were removed — unless still greater increases in 
prices were contemplated. But the policy with regard to 
subsidies is nevertheless of great relevance. If prices were 
stabilised indefinitely in face of rising money incomes, then 
a larger increase in supplies would be needed to ensure 
equilibrium without rationing. The human appetite, though 
limited, is substantial and !he scope for waste is very large. 

In concluding this section it must be observed that the 
rationing of part of the food supplies, however irritating, is 
far less undesirable than the detailed regulation of industry 
by the state. It *is the industrial controls which are the 
major handicap in attempting to increase efficiency. 

Export Targets and Shortages 

If the inflation is properly under control, consumers* out- 
lay may not be excessive in general, but too much expenditure 
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may be directed towards particular goods to the detriment 
of the export drive. Thus the regulation of total consumers’ 
outlay may be too crude a method to be adequate, and more 
selective measures may be urged. The market for motor- 
cars provides the most striking example ; without an export 
target for the industry an excessively large proportion of 
output might be sold at home with a consequent loss of 
precious foreign exchange. 

Such objections hold, in the main, during a period of 
transition and do not support the view that controls must be 
maintained indefinitely. As arrears are made good the 
position will be eased ; and if there is reason to suppose that 
demand will remain permanently at a high level, productive 
capacity should be gradually enlarged until it*- suffices to 
supply both the home and the foreign market without any 
centrally determined export targets. Even in the meanwhile, 
it is not clear that elaborate commodity controls are required 
to enforce the targets. At the present time, a firm which 
disregards its target can be penalised, in theory, by a reduc- 
tion in its supplies of raw materials ; but it is doubtful 
whether this sanction is of great practical importance. When 
the idea of targets was first discussed, I think it was generally 
recognised that their observance would depend in the main 
upon moral suasion. Whatever the theory may be, it is 
rarely feasible to cut downcthe raw materials of an offender 
and throw his employees out of work ; prosecutions in the 
courts are likely to provide a better practical alternative in 
spite of the fact that a fine is a less serious punishment than 
the temporary reduction of a quota. Moreover, the pulls 
exerted by the domestic market can be appreciably weakened 
by the use of purchase tax. With regard to motor-cars, the 
tax has, of course, been far too low for years. It is absurd 
that second-hand cars ^should* fetch more than new ones and 
that profiteers — including some specially favoured doctors 
— should m^ke gains which ought to go into public revenue. 
The covenant prohibiting resale for a year and all the 
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elaborate attempts to enforce it make a virtue out of queueing 
in a case where it is inappropriate. This is equalitarianism 
gone mad. 

It may be concluded that even if most direct controls 
were relaxed, it might still be desirable to prepare export 
targets for some industries,^ which would be enforced by 
means of moral pressure, backed by the threat of prosecution. 
In some cases a few simple prohibitions might be added. 
(For example, it might be ruled, as at present, that no high 
quality decorated china should be* sold on the home market 
and any manufacturer or merchant guilty of doing so should 
be haled before the magistrates.) Undesirable leakages 
would undou*btedly take place, perhaps to a greater extent 
than at the "present time, but in all probability the loss would 
be outweighed by the gains resulting from the increased 
efficiency throughout the economy which the abolition of 
direct controls wquld permit. 

Import Controls and Domestic Controls 

The reason for maintaining import- controls is the belief 
that demand at ruling prices would otherwise exceed the 
supply which the country could afford to purchase. Now 
these prices depend partly upon the external value of the 
pound and have therefore been affected by depreciation. 
The prices oT imports have beeiF raised in terms of sterling 
and are now closer to the* equilibrium prices which would 
equate supply .and demand. In theory, it would be possible 
to continue to adjust import prices in this way, if necessary 
by further depreciation, until a general equilibrium had 
been reached and import controls were no longer necessary. 
But such a procedure would be attended by other dis- 
advantages ; in particular, it would probably reduce receipts 
from exports. In choosing the exteruJl parity of a currency, 
a large number of considerations must be taken into account 
and there is no certainty that at the parity which seems 
on balance most appropriate, import prices will be at a 
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level which makes control unnecessary. 

It is true that the comments on depreciation in most 
text-books are not altogether relevant to the current problem ; 
for it is usually assumed that the change in parity has been 
made by a country which is not already employing import 
controls. The possibility of a substantial decline in imports 
is then discussed and is held to be small in the case of the 
United Kingdom, whose imports consist so largely of essential 
foodstuffs and raw materials. A somewhat different approach 
is required, however, in' discussing our more immediate 
needs. Imports have already been cut to the bone and 
further reductions would not be desirable in any case. Any 
improvement in the balance of payments resulting from 
depreciation will be due exclusively to greater exports, and 
the effect of depreciation on the demand for imports should 
be studied rather from the point of view of achieving more 
flexibility by removing import controls. The danger of such 
a removal would be a possible increase in imports in spite 
of higher prices, because at the previous prices demand was 
very greatly in excess of supply and might remain in excess, 
though to a lesser extent, after depreciation. 

At the present time there is a suflicient supply of im- 
ported raw materials to maintain full t*mployment and to 
provide enough food for a dull but adequate diet. Subse- 
quently, the increase in domestic production Will strengthen 
the position and ensure that most demands, which are so 
urgent as to be largely insensitive to moderate changes in 
prices, can be met even if imports do not rise much above 
85 per cent of pre-war. In such circumstances, a large part 
of any additional imports which might be demanded if 
controls were relaxed would be in the nature ,of semi- 
luxuries ; and from this follows the most important con- 
clusion that the prbspectiVe purchasers would, in all 
probability, be somewhat deterred by the higher prices due 
to depreciation. 

As always, the method of approach must be cautious and 
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empirical. If it is observed, that the incidental consequence 
of a measure of depreciation; carried out primarily with 
regard to export ^markets, is a rise in import prices which 
makes some controls inoperative, these controls should be 
abolished. This condition may not be satisfied with regard 
to some important commoditjes until self-sufficiency has been 
further increased and until some of the more urgent demands 
for semi-durable goods have been met. But with the pass- 
age of time the higher prices will have a more deterrent 
effect ; and since this is so, it i& not necessary to assume 
that the control of imports must be a permanent feature of 
the British eoonomy. 

Whatever may be thought of such possibilities, the fact 
remains that import controls are in force at the moment and 
some at least are likely to remain for a time. So long as 
this is the case, the domestic prices which would equate 
supply«and dem^d on a free market will exceed the actual 
import prices of some important goods ; and for this reason 
it may appear necessary to ration out the supplies by means 
of internal controls among the various claimants. Thus it 
may seem that the domestic economy will have to be regulated 
while the control of imports continues — a conclusion which, 
if it is true, is bittA* and depressing ; to keep down imports 
we shall have to perpetuate a system which keeps down 
productivity! . It may be that -what can be gained in the 
former respect will be more than offset by what is lost in 
the latter. 

Fortunately there are other alternatives. First of all, 
when the state is the purchaser of the imports, it need not 
sell them at the prices at which it buys them ; it can sell 
them at higher prices, which will equate supply and demand, 
and the surplus may be added to public revenue. Should 
such higher prices be regarded Jts inappropriate, some 
different reason must be adduced other than the existence 
of import coiftrols. Presumably the prices of imported food 
would not be allowed to rise to this extent ; food imports are, 
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in fact, still sold at less than the cost of obtaining them, not 
more. But if there were a case for granting subsidies it 
would remain unaffected even if import prices were high 
enough to equate supply and demand, without the use of 
import controls. Similar considerations apply in the case 
of imported raw materials, suQh as soft-woods, which are still 
subject to (;pntrol. If the domestic position is such that their 
allocation can be best determined by prices, they can be sold 
for what they will fetch. The determining factor is not the 
control of imports, but rather the general state of health 
of the internal economy and the special internal considera- 
tions which may apply in the case of somjg; very scarce 
commodities. 

Goods which are privately imported could also be sold 
freely ; but in this case the difference between domestic 
prices and import prices would go into the pockets of private 
traders, not into the Exchequer. If the margin vi&m large, 
undesirable profiteering would result, but its prevention 
would not require price control and allocations. The proper 
procedure would be to sell official import licences to the 
importers and thus secure the surplus profits for the 
Exchequer.* 

A scheme of this kind could be applied in a variety of 
ways with corresponding differences in the degree of super- 
vision maintained by the state. The licences might confer 
the right to import anything up to "the value inserted on them 


* A proposal to this effect has been made by Professor James Meade, 
former head of the Economic Section of the Cabinet Offiwcs, in his book 
Planning and the Price Mechanism, The more traditional remedy would 
be a tariff, or an increase in an existing tariff, but in this case the reactions 
of other countries might be so hostile as to make it impossible. Oddly 
enough, the Charter of the International Trade Organisatiorl, which is 
designed to foster liberal methods in world trade, makes it easier to use 
direct import controls than tariffs, although the latter are more “ liberal **. 
The sale of import licences .might also be regarded as contrary to the 
Charter, but if so, this would be anomalous in the extreme. If the 
control of imports is permitted as an exception to the general rule, it would 
surely be absurd to insist the controls should be so employed as to have 
the most anti-liberal repercussions on the internal economy. 
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— say, 1 0,000 worth of whatever goods the purchaser 
might desire. Or the licences might be divided into different 
categories, some /or the import of iron ore, others for the 
import of wood, and so on. The latter Arrangement might 
be considered preferable for a time, with the former, which 
is more liberal, as a subsequeift objective. In either case, it 
should not be particularly difficult to administer the scheme ; 
it would, indeed, be a great simplification as compared with 
present methods, which involve the detailed scrutiny «f 
demand and the doling out of individual licences to both 
importers and domestic users according to more or less 
inflexible ru\ts. There would also be far less danger of 
corruption. Thus there is a strong case for the sale of 
licences which will become stronger still if Government 
purchases overseas tend to decline — as they should — and 
private merchants are allowed to render their expert services 
on a wfddr scale.# 

So much by way of a general discussion of controls. More 
definite and detailed suggestions as to* the speed with which 
those still in force can be withdrawn, can scarcely be 
attempted here. The exact timing is bound to be a tricky 
matter and the Government has released far too little infor- 
mation to provide a satisfactory basis for informed comment. 
At all events, ft is reassujing td reflect that it is so largely 
a question of timing. The economic needs of the country 
should not call for the indefinite use of such crude and 
wasteful devices as the allocation of important raw materials 
to every industry gnd firm. 
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UNEMPLOYMENT AND SOCIALISM 

The full employment of labour is possible only if an 
adequate supply of raw materials is available. ►By and large 
this condition seems to have been fulfilled in the past and 
the lack of jobs was due to other causes ; but in post-war 
Britain, the position may be different. The one spell of 
heavy unemployment so far experienced was due not to the 
so-called “ inherent contradictions of capitalism***,-*' which 
have received so much attention from some members of the 
Labour Party, but to the shortage of coal in the spring of 
1847 which resulted from “ inherent contradictions ** of a 
different kind. Fortunately the crisis was of short duration 
but more ominous dangers lie ahead. The principal threat 
to the level of employment is likely tcf’be an insufficient 
supply of imports rather than any inadequate monetary 
expenditure at home, which has been accorded* perhaps too 
much emphasis in most of the recent publications on the 
prevention of unemployment. If it had not been for 
American loans and gifts there would have been serious 
unemployment in the United Kingdom over the past few 
years. 

It is still necessary to emphasise these points because of 
the persistent tendency to regard the balance of payments 
as merely something ^hich concerns the City, a tiresome 
financial complication which should not be allowed to prevent 
a Socialist Government from carrying out its progressive 
plans. But the fact that the figures in the balance of pay- 
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meats are necessarily expressed in terms of money should 
not obscure the basic issue, which is, indeed, quite simple. 
The United Kingdom is heavily dependent upon imports of 
food, and the bulk of her raw materials, apart from coal, 
must be obtained overseas. These supplies will not be 
forthcoming unless we offer olher countries the goods they 
want in return. It is therefore indisputable that ^ high level 
of employment can be maintained only if the export drive 
proves successful. This is so not because we need to find 
overseas markets for surplus supplies which cannot be 
absorbed at home ; Communist dogma only serves to confuse 
the issue. The reason why we need to export is because we 
need to import. 

Some (rf the problems associated with the balance of 
payments are discussed in the next chapter. These problems 
need not be deemed insoluble, but there is no guarantee of 
success; ^ and sijice this is so, it may not be feasible in the 
event to maintain ^full employment. To sSy this does not 
imply that the workers must be sacrificed to some old- 
fashioned theory of financial orthodoxy; it implies that, 
whether as a result of our own failures or as a result of 
unfavourable developments overseas, it may prove quite im- 
possible to obtain Sufficient raw materials to keep everyone 
busy. It is not suggested, of course, that pessimistic antici- 
pations are necessarily the mord realistic ; but it is appro- 
priate to note, at the beginning of a chapter on employment 
policy, that such grave dangers may lie ahead. 

Unemployment may, of course, be the result of a number 
of other causes ap^rt from a shortage of raw materials, and it 
is with these other types of unemployment that this chapter 

’ It would be possible, of course, to balance the international accounts 
by making a sufficiently drastic cutain imp^s. That, however, is not 
what is meant by “ solving the balance*of-payments problem **. A 
** solution ” implies that overseas sales will bring in at least enough 
foreign exchange to buy the food required to prevent a fall in nutritional 
standards and to buy enough raw materials to meet the needs of industry 
at ** full ** employment. 
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is primarily concerned. The remedial measures are briefly 
reviewed, and it is suggested that they should prove reason- 
ably successful. But the threat of international insolvency 
will continue to menace the economy, anil whatever action 
is proposed as a means of dealing with other difliculties must 
be reconciled with the needs pf Britain’s foreign trade. 

The Need for Flexihility 

. What makes economic statesmanship so difflcult is the 
conflict between different objectives, each of them highly 
desirable in itself. Nowhere is this unpleasant fact more 
strikingly illustrated than in the study of, employment 
policy. 

Paradoxically, the supply of imports which is essential 
for full employment will not be obtained if “ full employ- 
ment ” is allowed to become a fetish. A “ full employment 
policy ” must not be taken to mean perpetual security of 
employment in. a given firm or even in a given industry; 
if such an interpretation is placed upon it, 'the whole economy 
will be petrified, and the increased efficiency, upon which 
so much emphasis is rightly placed, will lie beyond our 
reach. It has been pointed out often enough that there is 
some conflict between security and progress, but the truth 
is worse than that. If it were merely a question of choosing 
between the relative advantages of complete* security of 
employment, and material progress, the question would be 
an open one and different views might be bpld ; but the 
unkind facts of economic life permit no real scope for a 
reflective and philosophical choice of this kind. The extreme 
interpretation of “ full employment ” to mean security in a 
given job must be rejected out of hand because it is self- 
contradictory. An economy organised according to this 
rigid principle would* stagnate, and a stagnant' economy 
would not be able to cope with the balance-of-payments 
difliculties confronting the United Kingdom kt the present 
time ; it would soon find itself short of the imports of raw 
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materials upon which the level of employment itself depends. 
Thus far greater unemployment would result from the attempt 
to keep employment unduly stable, and in the event far less 
security would be enjoyed if the search, for it resulted in 
rigidity and stagnation. 

This may appear to be a l^rd doctrine, but it is not so 
much the doctrine as the facts'which are hard. The hardness, 
moreover, can be exaggerated. A certain amount of un- 
employment is unavoidable in any dynamic economy, but its 
magnitude need be much less than that which was experienced 
during the inter- war years. To make this clear the causes of 
unemployment, other than a shortage of raw materials, may 
be briefly enumerated : 

(1) Seasonal unemployment y whether open or concealed, is to 
some extent unavoidable. 

(2) Frutignal unemployment is the temporary idleness of 
workers who are changing their jobs, whether voluntarily 
or because thefr previous employers are reducing their 
staffs. (If one-eighth of the labour force were out of 
work for four weeks in the year, this would result in 
about I per cent of unemployment.) 

(3) Structural unemployment tends to be concentrated in a 
few industries and often in a few areas. It must be 
expected* apiong the workers attached to an industry 
which is being gradvfally superseded in a technically 
progressive economy ; more serious is the danger of 
structural unemployment in the export trades and the 
industri^ making capital goods, which are subject to 
marked and pSrtly unavoidable fluctuations. Some time 
may, elapse before displaced workers find alternative 
occupations ; and it will be appreciated, therefore, that 
the structural and frictiftnal varieties are similar in 
nature. The difference between them is one of degree. 

(4) Monetary^unemployment is due to inadequate monetary 
expenditure, i,e. to deflation. Most industries tend to be 
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affected, though not in the same degree, and all would 
be helped if expenditure, whether private or public, 
could be increased. 

(5) Concealed unemployment is the characteristic of an over- 
planned economy where labour is allocated to each 
occupation by the state. ^ Such allocations, as we have 
seen in Chapter 4, are bound to be rough and inaccurate 
with the result that some enterprises will have too much 
labour and some too little. Furthermore, there will be 
plenty of square pegs pushed into round holes. 

Concealed unemployment is also likely to occur in 
conditions of acute shortage and inflation when some 
concerns, both private and public, will try to hold on 
to more labour than they can employ at the moment 
because they have an eye to the future. 

Some attempt can now be made to discuss the magnitude 
of unemployment which must be regarded' as an irreducible 
minimum. A free economy which contrbls inflation should 
be able to reduce the. last category — concealed unemploy- 
ment — to small dimensions. The means of preventing the 
fourth type, which results from deflation, will be discussed 
in the next section ; but we may anticipate by saying that 
serious deflation can be prevented in spite of the fact that 
some mistakes are bound to, be made. The firSc three types 
remain. Of these, seasonal unemployment need not be very 
heavy and frictional unemployment should not be large. 
Structural unemployment presents greater difficulties, but 
once more there is no reason to suppose th&t enormous 
numbers will be without work provided both the state and 
the trade unions adopt reasonable policies. 

In Full Employment in a Free Society Lord Beveridge 
suggested that the irreducible minimum might be put at 
3 per cent. That is no ihore than a guess, but it is reasonable 
to conclude that the order of magnitude is ri^ht. A much 
more gloomy conclusion would certainly be unavoidable if 
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the statements about the inter-war years which have become 
the stock-in-trade of the Socialist politicians were true. The 
notion that it wa% then more customary to be out of work 
than -to have a job has acquired surprising currency, but it 
is not based on any study of the facts. If Lord Beveridge’s 
3 per cent is accepted, then if tan be said that there was on 
the average aboyt ii per cent of “ unnecessary .unemploy- 
ment ” between igzi and 1838. In other words, the economy 
was about 90 per cent efficient and did not fall below 80 per 
cent efficiency even in the bad yeats. If this was the record 
of a period when there was no serious attempt by the Govern- 
ment to adoptcn employment policy, it is surely not too much 
to hope that* when such a policy is enforced, the fraction 
unemployed’ should be of a very modest size — somewhere, 
perhaps, between 2 and 5 per cent on the average, subject 
to the important proviso that imports are available — 
although it migl^ rise appreciably for short spells if the 
economy were faced with the need for sudden adjustments 
on a large scale, lliis small proportion unemployed may be 
regarded as the unavoidable cost of economic development. 
For the reasons given, any attempt to aim at more than this 
might defeat its own object. 

It cannot be deflied that some individuals are bound to 
suffer a certain amount of hardship. A skilled man may find 
that his skiiris«no longer required, and he will have to turn 
to something else. Some workers and their families may be 
obliged to leave their homes in order to obtain a suitable 
opening for the bread-winner. And so on. Economic 
progress is always^bound to hurt someone, and perhaps one 
may be so unfashionable as to spare a little sympathy for the 
small business man or shareholder who loses his capital. But 
an economy so vulnerably placed as ours must move forward 
and we must put up with \hese. hardships. A country 
dependent on foreign trade cannot stand still and yet sur- 
vive ; and that is all there is to it. Fortunately the hardship 
will be lessened by improved social security schemes and. 
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above all, it should be possible to prevent the prolonged 
unemployment, year after year, of an unfortunate minority 
in a depressed area. That was in my view the worst feature 
of unemployment* before the war — much worse than the 
material loss. I do not believe that it need be regarded as 
unavoidable. 

There i? one final proviso which must be made. At a 
high level of employment there is a natural tendency for 
tcade unions to demand higher money wages. If wages rise 
more rapidly than productivity, prices will be raised in turn ; 
but trade unions take a sectional view and their leaders 
at the factory level have had their heads crammed with 
fallacious economics. 

A wage-price inflation is therefore only too probable, and 
it has been suggested that employment must be held at a 
sufficiently low level to prevent this from occurring. The 
suggestion, it need not be said, has been denOuffeed as 
outrageously reactionary, but a real difficulty cannot be 
solved by attaching rude labels to those who raise it. Basically 
it is not a choice between more employment with a wage- 
inflation or less employment without one. The first alter- 
native may be possible for a time, but it is bound to result 
in the end in self-contradiction and defeat. For if wages 
rise much more rapidly than productivity, the balance of 
payments will become so adverse as to cause^unemployment 
through a shortage of raw materials. Employment can only 
be maintained indefinitely just short of the level at which 
inflation begins, and it is for organised labour Jto determine 
whether the level will be high or low. 

Deflation and Unemployment 

If the inter-war years were made bleak by recurrent 
deflations, there was ifijuch welcome if belated progress in 
diagnosing the cause of the trouble. It has become fashion- 
able to talk about the Keynesian Revolution in economic 
thought, and if the adjective is slightly misleading — for 
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Keynes was only the most distinguished of a large number 
of pioneers — the noun implies no exaggeration. The old- 
fashioned theories, which prescribed budgetary economy as 
the light specific Tor every deflation, have been knocked to 
pieces, and the “ Treasury View ” was officially abandoned 
by Mr. Churchill’s Coalition (government in i844« At the 
same time, the more extreme Socialists have been much 
discomforted by the development of a moderate economic 
philosophy which indicates that a more stable form of 
capitalism, with a high level of employment, can be regarded 
as a practicable and desirable alternative to the pervasive 
state regulation which they are wont to prescribe. 

The subjett is oppressively large for summary treatment, 
but fortunately so much has been written about it in recent 
years ^ that it is only necessary to recapitulate the more 
important points. In doing so I shall refer periodically to 
the Whit^ Paper on Employment Policy ^ of 1844 in which 
the Coalition Government accepted “ as one of their primary 
aims and responsibilities the maintenance of a high and 
stable level of employment ”. This was the first occasion 
on which any such pronouncement had been made, and it 
must be emphasised that the Government which did so 
was representative* of all three parties. Although the 
White Paper has been criticised on a number of grounds, 
it remains only comprehensive statement of official 
policy which has appeared so far, and it must still be 
regarded as a state document of the greatest practical 
importance. 

The alteAation of booms and slumps is largely caused 

* One of the mosf useful volumes is that published by the League 
of Nations under the title Stability in the Post-War World, See also 
Prosperity find Depression^ by Haberler ; Full Employment in a Free Society, 
by Beveridge ; The Conquest of Unemployment, by Morgan ; Fiscal 
Policy and Business Cycles, by Hans*n ; Th% New Economics, edited by 
S. E. Harris. The author has tried to discuss these matters at greater 
length in Fluctuations in Income and Employment and in an article entitled 
“ A Reconsideration of the Theory of Effective Demand ”, Economica, 

* Cmd. 6527. 
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by fluctuations in the demand for capital goods, and by way 
of example we shall refer to the experience of the U.S.A. 
towards the end of the ’twenties. After a great period of 
activity in the building industry, the demand for new houses 
was temporarily sated and their production began to decline. 
A number of other industries had also made very large 
additions to their real capital - notably the motor-car 
industry — and although the demand for their products was 
still strong, the new plant and equipment were semi-durable 
and could sustain a constant flow of output for some time 
with little expenditure on replacement. In order to main- 
tain reasonable stability in total national production, re- 
sources should have been diverted to the production of 
consumers’ goods, and expenditure on consumption should 
have increased as expenditure on investment declined. A 
switch-over of this kind would have been diflicult in any 
economy, but under laisser-faire the mechanism*- bj’ which 
such compensatory changes can be engendered is deplorably 
weak. As output declined in the industries which made 
capital goods, the fall in the personal incomes of those 
attached to these industries resulted in less expenditure on 
consumption, not more. The industries producing goods 
for the consumer were also depressed, with yet further 
unfavourable repercussions on the demand for new capital. 
Thus there began a cumulative downward mot^ement which 
soon involved the whole economy.* 

There is every reason to suppose that siiqilar difficulties 
will be encountered in the future in the U.S.A. and elsewhere 
as the intense demand for capital goods is gradually satisfied. 
Moreover, fluctuations in foreign trade, which are beyond the 

* It need scarcely be said that the last paragraph is not intended to 
provide a proper explanation of anytjiing so complex as the grpat American 
depression. The list of factors which have been omitted is formidable 
enough — the agricultural depression, the weakness of the banking system, 
the international complications, the Wall Street collapse and so on. For 
a fuller discussion cf., e.g.. Fluctuations in Income and Employment 
Part II. 
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control of any single country, may precipitate a slump unless 
some compensatory policy is adopted. A fall in exports 
relatively to imports is analogous to a decline in home 
investment and will have a deflationary effect. (See Appendix 
on the Inflationary Gap.) For the United Kingdom in 
particular, overseas developm^ts are of major importance 
and she has sometimes imported her depressions from 
abroad. 

After this brief diagnosis, the familiar features of an 
employment policy may be recapitulated. It will be assumed, 
in what follows, that the nation is free to adopt whatever 
domestic measures seem appropriate without finding itself 
short of the!* foreign exchange required to purchase its 
imports. When one considers the problem of maintaining 
employment in the U.S.A. this assumption does not appear 
so unrealistic as to Be lacking in interest. The additional 
difflcukiea before the United Kingdom will not be discussed 
here, but the policies outlined below can .be regarded as 
appropriate even f&r us unless the balance of payments is 
so unfavourable that all hope of maintaining a high level of 
employment must be abandoned. 

The Prevention of ])Jass Unemployment 

It is foolish to suppose that investment can be stabilised 
completely, ifn<J such stability would in any case be undesir- 
able in a progressive economy. But some important steps 
can be taken to prevent a sharp and catastrophic decline in 
total monetary expenditure ; and these consist, in the main, 
of the revefsal of policies previously required to control 
inflation. If the dbst of borrowing has been raised, it should 
now be Jowered. If a selective system of income tax has 
been introduced, it should now be employed to encourage 
capital expenditure and penalise the accumulation of reserves. 
Experience suggests that cheap money may not always suffice 
because, eveif at very low rates, the demand for funds may be 
inadequate ; but a selective income tax might prove a most 
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powerful instrument of control.* Undistributed profits 
would be divided as before in the proportion in which the 
firm had {a) added to its real capital and {b) increased its 
financial reserves.- The rate of tax levied on the former 
might be very low indeed, and a reduction from 9s. or so in 
the pound to, say, 2s. 6d, or ^ven less, would surely provide 
a strong inducement to embark upon new capital projects. 
No conceivable lowering of interest rates could have a 
comparable effect. The actual assessment of the income tax 
could be made only after* the event ; but the Government 
could announce its intentions as soon as it felt reasonably 
sure that a slump was impending, and the ^anticipation of 
subsequent tax relief should call forth additional investment. 

In a more direct way, the state can help by' embarking 
upon new schemes of public investment (roads, schools, 
town planning and the like). The White Paper on Employ- 
ment Policy lays considerable stress upon a corurpeasatory 
policy of this kind, although it does not attempt to conceal 
the difficulties. Such projects cannot be started on a large 
scale without delay ; nor, once started, can they be stopped 
immediately should industrial investment revive. There is, 
in any case, a limit to the volume of public investment 
which can be considered desirable. So much may be con- 
ceded without implying that the anti-cyclical control of such 
expenditure will be of little'^avail. On the contrary, it should 
be a great help, in particular to the construction trades 
which are liable to sharp fluctuations. The slumps of the 
past would have been less severe if the state had not frequently 
curtailed its own investment expenditure at the very time 
when private outlay had also contracted. 

Although it may not be possible to prevent some decline 
in total investment, it should at least be within the power of 
the state to check a sympathetic decline in consumption with 

* The White Paper on Employment Policy hinted at the possibility 
of granting tax rebates but did not discuss a selective ta3^'(para. 61). (For 
accounting reasons it would be necessa^ to define net investment as the 
value of gross investment less depreciation allowances.) 
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cumulative consequences throughout the whole economy. 
If personal incomes are tending to fall as production and 
employment decline in the industries producing capital goods, 
taxea can be lowered and the total of net, personal incomes 
maintained at a reasonably high level. Fortunately, taxation 
can be reduced quite quickly shpuld the need arise. Indirect 
taxes may be slashed at onde by means of an Emergency 
Finance Act with an immediate and substantial effect on 
consumption. A mere 3d. off a pint of beer would leajre 
£60 million more in people’s pockets. P.A.Y.E. is so 
cumbersome that a lower income tax would not take effect 
immediately, although the announcement of a lower rate, 
perhaps with tetrospective remissions, would have a stimulat- 
ing effect. -Furthermore, the Government will have at its 
disposal one important, if abnormal, means of sustaining 
consumption at least during the first deflation of the future. 
At the*p]^sent time, the public holds post-war credits to 
the value of hundfreds of millions ^ and the Government can 
start repayment at *once when consumers’ demand needs a 
stimulus. Indeed, as the White Paper suggested (para. 72), 
there may be a case for reintroducing the system of the 
credits at a much later stage as a permanent means of 
providing the puUic with certificates during the boom 
period which can be cashed when deflationary tendencies 
appear. In the^e ways consumers’ outlay can be stimulated^ 
and counter-cyclical changes in its volume may be regarded 
as a very logical method of coping with the variations in the 
need for capital goods. If resources were more mobile, still 
greater reliaiffce could be placed upon it, and the composition 
of output could Ife adjusted accordingly. In fact, labour 
is not so, completely mobile and capital equipment is often 
specific ; it is for these reasons that resort must also be had 
to such measures as the special encouragement of private 
investment and expenditure on public works of one kind 
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and another, even although an increased supply of consumer 
goods might well be thought more desirable. 

At all events, the belief that we shall be crushed by 
an unavoidable deflationary pressure unless capitalism is 
abolished is without foundation. With taxation running at, 
say, £3000 million as compafed with net investment of, say, 
£1200 million, it will be within the power of the Government 
to offset any decline in the latter which can possibly occur, 
^y deflation can be stopped and, for that matter, an 
inflation can be substituted readily enough ! The practical 
test is to decide just how much should be done to preserve 
a tolerable stability in total monetary outlay vvjthout rushing 
from one extreme to the other. 

It is one thing to set down on paper the main features 
of an employment policy, but a very different matter to put 
them into effect. The nation’s experience of manpower 
budgeting, both during and since the war, should^ suffice 
to safeguard us .from any facile optimism about such matters. 
Time is required for the collection of 'the statistics which 
serve as a guide to policy, and more time must elapse before 
they can be interpreted with reasonable confidence — 
witness the position in the U.S.A. at the end of 1348. 
Before the committees have deliberated and reached their 
conclusions a couple of months or more may have passed, 
and there will be a further delay before tjie' new policies 
can be implemented. Only experience can tell whether, in 
the event, too much or too little has been done. There is 
no way out of these difficulties under capitalism or socialism 
and we must reconcile ourselves to the fact thkt brief spells 
of deflation cannot be avoided. The oiily alternative is to 
maintain total expenditure at such a high level th^t there is 
chronic inflation, with the fluctuations in investment merely 
affecting its intensity^* But 'chat can scarcely be regarded 
as a solution ! It would so disrupt the export trade and 
reduce the supply of imported raw materials that unemploy- 
ment of a different kind would soon appear. 
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Mild periodic deflation may be deemed inevitable, but 
that in itself is no reason for despair unless one insists on 
perfectionist standards. For it should at least be possible 
to avoid prolonged deflation of the pre-war variety and to 
prevent altogether any profound depression due to inadequate 
monetary outlay. What is at jssue is 2 or 3 per cent more 
unemployment for short penods, not an extra 15 or 20 per 
cent for a matter of years. 

There are a number of ways in which the Government 
can develop a fairly elaborate mechanism of forecasting 
future trends. In particular, it can accumulate a good deal 
of informatiop about projected capital outlay at home which 
should be of ^reat value in guiding its decisions. The White 
Paper suggested that all local authorities should be required 
to prepare their programmes for buildings, roads and the 
like for five years ahead which would then be submitted to 
the Cent sal Government. The plans would be flexible and 
subject to constant revision, but they would at least serve 
as an important indication of what was on foot. Presumably 
this is now being done on an even , more ambitious scale 
under the new legislation for town and country planning. In 
general, the Government can make reasonable forecasts of 
building activity, «nd information about projected private 
investment in equipment can also be obtained, at least from 
the larger fiftns. The general t»end of domestic investment 
need not be shrouded ifl impenetrable mystery, and the 
central planners can prepare in advance to stimulate it or to 
increase consumption by means of lower taxes and the pay- 
ment of deferred credits. In drawing up such schemes there 
will naturally be a strong case for benefiting the consumer 
who hasi, been hard-pinched during the present inflationary 
phase. The Government should, and presumably will, 
reduce the burden of taxatioif as the^need for a large capital 
programme declines and, in so far as events can be foreseen, 
smooth adjuAments will be possible. 

The possibility of some sharp and unforeseeable declines 
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in private domestic investment cannot, however, be excluded 
even in the United Kingdom, let alone the U.S.A. ; but so 
far as this country is concerned, the maii\ source of danger 
must always be the export trades. In this case the collapse 
may occur with alarming speed, as the result, say, of 
depression overseas, and w 41 subject the new techniques 
of employment policy to the most severe test they are likely 
to undergo. Speedy action may be required to prevent a 
geperal deflation developing, and there is much to be said 
for the institution of sonfe kind of automatic arrangement 
which will provide at least some support to the market while 
the more powerful remedies are under delibei^tion. It was 
with these difficulties in mind that the Coalition Government 
suggested the linking of social security contributions with 
the volume of unemployment. When the statistics recorded 
a rise in the number out of work, the amount required as 
contributions would fall at once without awaiting the outcome 
of committee decisions. Although the possible changes in 
contributions in the example given in the White Paper were 
so meagre as to be of little importance, the scheme itself 
might prove of value if more impressive alterations were 
made. Even without such adjustments in contributions, the 
payment of unemployment benefit is, of itself, of some value 
in sustaining demand. 

. If taxation is to be reduced and Governmanf expenditure 
increased as a means of preventing 'deflation, budget surpluses 
will be reduced and even deficits may appear, from time to 
time. Everyone is agreed on this point ; but some concern 
has been expressed lest the deficits in the bad years should 
exceed the surpluses in the good ones, and thus cause a 
gradual increase in the national debt. The White Paper 
admitted the need for deficits, but it was laid down that 
“the policies proposed^. . . Certainly do not cohtemplate 
any departure from the principle that the Budget must be 
balanced over a longer period The controversy which 
has centred round this point is of little immediate interest 
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or value. In the past the main cyclical swings have been of 
about eight to ten years’ duration between peak and peak, 
and without spegial foresight of the events of the next 
twenty-five to fifty years it is impossible to tell whether 
there will be such a strong deflationary pressure as to require 
larger deficits than surpluses.^ For practical purposes it is 
enough to say that the Government should take whatever 
action is required to sustain demand without any serious 
inhibitions about the national debt. To begin with, ^y 
deficits which are likely to be required for years to come 
will scarcely make a large addition to a debt which already 
stands at £25^000 million ; and if their financing is handled 
with skill, practically no increase in interest charges should 
be involved. By running a deficit when private investment 
has declined, the state would not be depriving industry of 
scarce savings ; nor would it be appropriate to encourage 
increased»thrift bjy the offer of Government bonds on which 
substantial interest was paid. The Government would be 
halting a decline in total monetary outlay, and it should, 
therefore, finance its deficits by direct borrowing at negligible 
charges from the banks 

There may be many obstacles to a full-employment policy 
of which a shortage of foreign exchange is likely to be the 
chief. But the problem of financing deficits is not one of 
them, and tReie is reason to regret the timidity with which 
this matter has been appfoached in most of the literature, 

* Cf. Hansen; op, cit . ; Beveridge, op. cit . ; Terborgh, The Bogey of 
Economic Maturity^ and a review of the latter by the author in the 
Economic Joui%al for September If there were good reason to 
fear such deflation tl^pre would also be other measures which might be 
adopted apart from deficit financing. 

^ As a technical footnote, it may be suggestea that the funds should 
be obtained by an issue of Treasury Deposit Receipts, which the banks 
must accept, if required to do so, and which are not negotiable. The 
banks would not be in a position t# complain even if interest payments 
on T.D.R.’s were negligible ; their receipts and profits would at least 
be greater than if deflation were allowed to develop. There should 
be no question*of printing large numbers of new bank-notes. What 
is required is not a rise in total expenditure but the prevention of a 
collapse. 
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including Lord Beveridge’s Full Employment in a Free 
Society, 

Structural Unemployment 

Even if it were possible to stabilise the total volume of 
internal investment — and thAt is far too much to expect — 
some of the^ industries producing capital goods would still 
suffer from depression when the post-war boom drew to its 
close. Shipbuilding is an obvious example, and ultimately 
the building industry itsdf will have to be reduced in size 
when the great housing programme has been largely com- 
pleted. We must, therefore, anticipate a certain amount of 
structural unemployment among the workers attached to 
trades such as these, and they will not be thtf only ones 
subjected to such misfortunes. Fluctuations in exports may 
throw substantial numbers out of work from time to time ; 
and others may find themselves on the dole as^tethnical 
developments and changing consumers’ demand undermine 
the prosperity of their industries. The measures discussed 
in the previous section should prevent a decline in some 
industries from having a serious effect on the others accord- 
ing to the familiar trade-cycle pattern. But the prevention 
of a cumulative decline in monetary expenditure will not in 
itself be an adequate cure for unemployment in the particular 
industries initially affected. ’Additional measure*s must there- 
fore be adopted. 

In considering remedial action, it is necessary to dis- 
tinguish between structural recessions which are expected 
to be very temporary affairs and those of a more permanent, 
or at all events a more prolonged, nature. 

In the former case, a transfer of workers to other in- 
dustries will not be particularly desirable in view of the 
time required for its Jlccompfishment and the difficulty of 
reversing the procedure at an early date. No doubt the 
employers themselves will attempt to retain a large propor- 
tion of their workers and “ short time ” or production for 
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Stock will help. But there is a limit to what private firms can 
be expected to do and, as the White Paper suggested, the 
Government shoujd intervene. If the state is in the habit 
of purchasing some part of the output of these industries — 
for example, clothing for the services — it can give large 
orders at such a time and add tp its stores. It may do more 
than this and accumulate stores which it does not require 
for its own use with the intention of selling tliem again. 
Internal “ buffer stocks ” of this kind may serve a useful 
purpose but, in general, a subsidy per unit of output, 
designed to stimulate current sales at home or abroad, should, 
1 think, be preferred. The subsidy could be direct or, in 
some cases, ft could take a more elaborate form after the 
model of the Stamp Plans adopted by some States in the 
U.S.A. towards the end of the ’thirties.* These plans were 
designed to divert additional expenditure on consumption 
towards foodstuffs and cotton goods. Special blue stamps 
worth 50 cents were given free by the authorities and could 
be exchanged for tlie surplus commodities. In order, how- 
ever, to ensure that these grants did not merely result in a 
proportionate decline in ordinary expenditure on the goods 
in question, the free blue stamps could be obtained only by 
purchasing a dollai^s worth of orange stamps which could 
also be used only to obtain the goods in surplus supply. 
(This safegu&rd might not, of oourse, have been effective, 
but in the event the psycRological reactions appear to have 
been favouratje.) No doubt a number of variants could be 
devised. 

When the decline in the industry is expected to be 
permanent, or to fast for several years, a transfer of workers 
should take place. Even in this case, measures of the kind 
described above may well be adopted as a means of easing 
the shock; but there is a gtave dsmger that what should 
only be temporary support may be continued indefinitely 
and thus referd the adjustments required of a dynamic 
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economy. The belief that “ full employment means 
complete security in a particular job has become so wide- 
spread that any Government which resorts to subsidies will 
have great difficulty in getting rid of them, unless there is a 
natural revival in the industry. If there were no pressure- 
groups of workers and employers, an employment policy 
could be conceived on bolder lines but, as it is, caution is 
indicated. * In practice, of course, it is never possible to 
foresee with accuracy how temporary or how permanent a 
decline in demand is gokig to be ; but it may be well to 
restrict the granting of subsidies to those Cases where there 
is a strong presumption in favour of early reccp^ery. 

The White Paper discusses at some length 'the means by 
which the transfer of workers can be facilitated* — training 
schemes in industry and in Government centres, houses to 
let in the reception areas, resettlement allowances and the 
like. The proposals are generously conceived and designed 
to reduce to the minimum the hardship* imposed on the 
individual worker and his family. Thej^ should be of great 
assistance in facilitating the necessary adjustments ; but, in 
a free economy, the state cannot do everything, and much 
will depend on the enterprise of the workers themselves and 
the attitude of the trade unions. The latter, in particular, 
have too often created unnecessary obstacles to movement 
by restricting the number of new entrants whVim they will 
receive and by imposing prolonged and highly artificial 
periods of apprenticeship. These attitudes w,ere explicable 
enough in an economy where deflation and widespread un- 
employment were so f^amiliar an experience ; But they will 
be out of place in a country which is attempting to implement 
an employment policy. 

Geographical transfers are much more painful and may 
be more costly than transfers ‘from one industry to another 
within the same small area. If, in some cases, the workers 
must move, in others it will be more appropriate to bring the 
work to them. For this reason the White Paper advocated 
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a balanced industrial development in areas which have in 
the past been unduly dependent on industries specially 
vulnerable to un^mplovment The Labour Government 
tried to implement this recommendation by passing 
the Distribution of Industry Act and by its subsequent 
efforts, under the terms of thp Act, to favour the building 
of new factories in the Development Areas. The Govern- 
ment was often criticised, perhaps rightly, on*the ground 
that it was trying to do too much at the wrong time ; but^ in 
principle, the policy can scarcely be challenged. During 
the post-war years, when it has been necessary in any case 
to regulate bpilding directly by means of licensing, the use 
of controls to encourage the erection of factories in the 
Development Areas has been appropriate. But, if the stick 
has been used, it has also been necessary to offer carrots in 
the form of subsidies of one kind and another ; and it is, 
indeed, right that this should be so. For if a factory is to be 
erected on a less*economical site, some item jrepresenting the 
loss should appear somewhere, and an open subsidy will help 
to keep the accounts straight. Subsequently, when the first 
phase of reconstruction is over, still more reliance will have 
to be placed upon the positive inducements rather than the 
negative restraints in order to encourage any further diversifi- 
cation which may be deemed desirable. 

This secrfon may be concluded by emphasising that the 
problem of structural unelnployment will be far less acute if 
the general leyel of activity is well maimained throughout the 
greater part of the country. If there was heavy unemploy- 
ment in Sofith Wales in the ’thirties, there were substantial 
numbers without* jobs even in the more prosperous areas. 
In suchjcircumstances the greater mobility of workers would 
not have sufficed and a more comprehensive financial policy, 
designed*to increase total natibnal expenditure, was required. 
If total demand is well maintained in the future, this will be 
more than Half the battle even with regard to structural 
unemployment. 
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The Irrelevance of Socialism 

Unemployment under capitalism is usually attributed by 
Socialists to the fact that “ production is for profit, not for 
use In a. fully planned and socialised economy, so it is 
argued, such waste and suffering would be readily avoided ; 
without planning and socialiyn the blight will remain. As 
propaganda, such statements are of immense value, but it 
may be doubted whether they are of much significance from 
any other point of view. 

Some years ago it waS fashionable to suggest that ex- 
penditure on investment at home should be controlled in 
some way by a Board and its flow maintained at a steady 
rate. There are a number of limitations to a policy of this 
kind, but the one which received almost exclusi^fe attention 
was the possible weakness of the Board in attempting to 
enforce its will on private business. In view of such 
difficulties it was concluded that the soqialisaticm Df the 
major industries would help, because so much investment 
would then be carried out by the state itself. That such 
arguments, although plausible, are superficial, may be seen 
from a consideration of post-war events. For reasons of 
stability, it would have been desirable to restrict investment 
to very modest amounts after the war, ftut the investment 
goods themselves were urgently needed. The socialised 
industries have not been the most backward in seeking to 
replace and improve their real capital, and expenditure on 
housing, which constitutes a substantial part of total invest- 
ment, is largely under state control. Private industrial in- 
vestment itself is subject to the permission of the controllers 
but it has been allowed to add its contribution to the excessive 
volume of monetary expenditure. In short, the Government 
has been obliged to consider the country’s more general re- 
quirements and has not Jbeen ^le to act as though stability 
were the only objective. Investment has, indeed, been 
restricted — perhaps too much in private manufacturing 
industry — but it is clear that in the post-war decade the 
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nation will make a very substantial addition to its capital 
stock ; thereafter it may not be possible to maintain invest- 
ment at the same proportion of national income. 

The period after a great war provides a particularly strik- 
ing example of such difficulties, but the problem cannot be 
dismissed as merely exceptional. Investment goods are semi- 
durable and can render service for considerable time. If 
substantial additions have been made to the nation’s capital 
stock, one must anticipate a slack period in the industries 
producing capital goods, which tvill be followed by sub- 
sequent spurts as batches of equipment and buildings fall 
due for replacement. The whole process is made very much 
more complicated by technical progress, the rise of great 
new industTies and changes in tastes at home and abroad ; 
but without attempting any more sophisticated analysis a 
^practical conclusion of great importance may be drawn. 
Even if iUshould prove possible, by means of compensatory 
policies, to prevent major cyclical fluctuations in the total 
national output of goods and services, some important in- 
dustries which produce semi-durable goods, such as housing 
and ships, will experience cyclical fluctuations of their own. 
We may have occasion to reflect on this point over the next 
few years. If the demand for new ships falls off and un- 
employment appears, this will be adduced as an argument 
in favour of Socialising the industry. Yet — if one may asjc 
a question which is so rirely answered — what difference 
would socialisation make ? Is it proposed to launch unwanted 
ships ? Or are they to be sold at so much less than cost that 
there will be a demand for them ? The second alternative 
amounts to the granting of a subsidy which could also be 
given to.the industry if it were in private hands. 

State ownership or control will not affect the position 
materiall;;^ — unless, indeed, il is proposed to disregard some 
of the nation’s more urgent requirements for such goods at 
some periods, while continuing to produce them, even if 
they are not needed, at others. That would be a curious 
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interpretation of “ socialist production for use Of course 
it would all be much easier for capitalism and socialism if 
there were never any wars, but one has. to deal with the 
world as it is, not with theoretical models. 

The stabilisation of output in each industry, or even in the 
capital-goods industries as a group, is inconsistent with any 
reasonable interpretation of “ production for use Some- 
thing can certainly be done, as we have seen, to mitigate 
th^ severity of the fluctuations by means of subsidies, tax 
remissions and the timing* of public investment in roads and 
the like. What is by no means apparent is the nature of 
the almost miraculous change which public ovvnership is to 
bring about. The Labour Government ha's paid some 
tribute to the desirability of balancing accounts by laying it 
down that each socialised industry will attempt to cover its 
costs. If the managers of the new corporations are to be 
given a chance of fulfilling this injunction, they«must not 
be ordered to increase their capital without regard to the 
financial position when an increase may be’ inappropriate from 
the point of view of the industry in question. Even apart 
from new investment, they must not be required to maintain 
current production at a loss in face of falling demand merely 
because this would be an easy way of sustaining employment. 
It is true that the managers need not be expected to cover 
costs in every single year without exception •foV that would 
be too inflexible an arrangement ; *some elasticity is required 
corresponding to that which is provided by profits in private 
industry. But if the covering of costs is to mean anything, 
the socialised industries must not be simply pushed around 
in the interests of some more general policy. Otherwise the 
accounts will be useless as a guide to the alloQation of 
resources and will not serve as a check against managerial 
inefficiency. 

The importance of such considerations may be acknow- 
ledged, but it may be objected that unemployifient is a high 
price to pay for the fruits of sound accounting. The 
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objection is valid but there is a solution. If the state wishes 
to support production in a certain line, it should offer a sub- 
sidy per unit of output or a remission of taxation ; and such 
measures must not be regarded as merely an artificial tinker- 
ing with the accounts. The offer of some definite financial 
assistance, as proposed here, is^a very different matter from 
giving the managers carte blhnche by telling them to go on 
producing in the interests of stability whatever the accounting 
record may say. In the latter case, the managers will b^ in 
a similar position to business m^ on cost-plus contracts, 
with all that that implies. The former method is unquestion- 
ably the right one, and it is just the same as that which 
was proposed in earlier sections for a capitalist economy. 
Admittedly*the suggestion was made subject to the qualifica- 
tion that unless great care were exercised, the granting of 
subsidies might be used too extensively and prevent desirable 
stfucturaUadjustments. The same qualification holds with 
regard to socialised undertakings, but in practice the danger 
of abuse will be considerably greater. Prolonged subsidies 
to a number of private industries might even provoke oppo- 
sition ; but publicly owned concerns might be supported 
indefinitely because it would be more difficult politically for 
the state to face the indignation of the trade unions if a 
desirable readjustment led to some temporary unemploy- 
ment. State-owned industries will not be expected to behave 
like that ! 

In addition to its attempts to reduce the instability of 
investment, the Government of the socialist country will 
have to prepare a more general financial plan. As under 
private enterprise, one objective is to maintain a high level 
of emplQyment, but this can only be reconciled with the 
rulings of sound accounting if total monetary expenditure is 
sufficient Ito buy what is beihg produced at prices which, 
by and large, will cover costs. (Some firms and industries 
should make Tosses and contract, while others expand ; that 
is not inconsistent with the idea of a stable total outlay.) 
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If both inflation and deflation are to be avoided, it will be 
necessary to use the budget in the way discussed in previous 
paragraphs ; and once more there is no fundamental difference 
between a socialist economy and a capitalist one, in which 
an employment policy has been adopted. 

It may be claimed that the administrative problem will 
be easier under socialism, so that there will still be an im- 
portant difference of degree, if not of kind. If all industry, 
so it is argued, is state-owned, then the state can foretell 
exactly how much is going to be spent on capital goods and 
how much industry is going to save. Even if this were true, 
personal savings and their response to changes in taxation 
would remain a source of some uncertainty so long as any 
remnant of freedom was allowed ; above all, the future of 
exports would continue to be very much a matter of specula- 
tion. But it is not plausible, in any case, to suggest that the 
socialist planners can discover exactly how much expenditure 
on capital will fake place at home. In an economy where 
there are thousands of undertakings, thei*e must be a margin 
of uncertainty so long as any discretion is left to the managers. 
Only by adopting a policy of extreme centralisation, which 
took investment decisions out of the hands of the managers, 
could exact forecasts be made ; and such a policy would 
involve new administrative difficulties of a most serious 
kmd and result in all the waste and inefficiency of a more 
rigorous physical planning than 'any we have so far ex- 
perienced. Of course it is true that the Government can 
obtain information about the major investment projects in 
a more decentralised socialist economy — but,* once more, 
the same is true under capitalism. Any ^differences in the 
adequacy of the information obtained are likely to be slight 
as compared with the more chronic uncertainties of the 
export trade which either type*of economy will have to face. 

The immobility of workers will present similar difficulties 
under socialism as it does under capitalism. At least this is 
true so long as socialism makes any claim to be democratic ; 


214 



UNEMPLOYMENT AND SOCIALISM 

it must be admitted, however, that communism offers some 
special advantages in these respects. To begin with, in a 
totalitarian state the trade unions would be under complete 
central control and would not be allowed to keep out new 
arrivals from a depressed industry. Moreover, workers 
would be conscripted and forcibly moved from one occupa- 
tion to another when this seemed desirable, although such 
methods create concealed unemployment and are not as 
efficient as they seem. Furthermore, the abolition of yn- 
employment pay in 1830 has put* the unemployed Russian 
worker under a more powerful compulsion to find a new job 
than that experienced by his British comrade whose dole, 
even before 'the war, was worth more than the average 
Russian wage. In taking this step the Soviet Government 
declared that unemployment had been banished from its 
confines, and it is certainly true that mass unemployment, due 
to"* inadequate monetary expenditure, was prevented in the 
U.S.S.R., as it could have been prevented .without revolu- 
tionary changes in*the capitalist countries.* But structural 
and frictional unemployment can in no wise be avoided 
entirely in any progressive economy, where some factories 
and industries must reduce the numbers on their pay rolls if 
others are to find the additional hands they require. Indeed, 
the large turn-over of labour in the U.S.S.R. has attracted 
much attentibi^and must have been accompanied by a certain 
amount of idleness, although it has been contrary to the 
“ party-line ” to collect the statistics. Such unemployment 
is likely, however, to be of short duration in a country where 
the unemplSyed receive no assistance and are liable to be 
conscripted if the^^ do not find work of some kind, however 
uncongepial, with little delay. 

* If the U.S.S.R. escaped the yorld depression she did not escape 
a more grievous infliction in the form of a famine which killed several 
million people. The famine was largely flue to the confusion caused 
by the I^rst Fi\p-Year Plan. 



CHAPTER 12 


THE BRITISH BALANCE OF PAYMENTS 

For generations the position of the United Kingdom as a 
Great Power has depended upon her foreign trade. Imports 
of food from overseas, which accounted for about two-thirds 
of her total supplies before the war, made it possible to 
maintain a large population at a relatively highc nutritional 
standard in a small island. Imports of raw materials pro- 
vided industry with about nine-tenths of its total require- 
ments, apart from coal, in the early ’thirties.* We lackcu' 
natural resources but fortunately we possessed a skilled labour 
force, a vast accumulation of capital and much wisdom and 
experience in the management of production and the organisa- 
tion of exchange. As a result of international specialisation 
both this country and its neighbours benefited greatly from 
these British assets, and it is surely a tribj,ite to private enter- 
prise and the price mechanism that an arrangement, so 
complex and mutually advantageous, was possible. The 
mistakes and the losses, the crisea and the clash of policies 
normally attract far more attention than the solid gains, and 
perhaps rightly so, for it is the ailments which require dia- 
gnosis and remedy. When, however, our historj-is viewed in 
perspective the remarkable nature of the u^nplanned achieve- 
ment leaves one deeply impressed and not ungrateful for the 
benefits conferred upon us by the “ invisible hand 

The gains were great but there was, of course, no 
guarantee that they would continue for ever. The United 
Kingdom accounted for roughly one-third of world manu- 

* See H. S. Booker, The Problem of Britain's Overseas Trade^ p. 30. 
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facturing output in 1830, but for only about one-tenth in 
1838 ; and it was apparent that the peculiar advantages 
which constituted her strength might lose much of their 
importance in a world which was becoming steadily more 
industrialised. Even before the outbreak of war, the trade 
position was growing difficult. We were living on capital 
and might have been forced \o make heavier drawings if 
there had been any marked accentuation of thfe tendency, 
apparent in the later ’thirties, for the terms of trade to 
become less favourable. All this* was true and there were 
no grounds for easy complacency ; but there are also no 
grounds for the argument sometimes encountered today to 
the effect that the present crisis is little more than the natural 
development of pre-war trends. If international specialisa- 
tion had put the United Kingdom in a somewhat exposed 
position, private enterprise had provided her with a sub- 
stantial ijest-egg against the rainy day which might lie 
ahead. It has bteen estimated that British .overseas invest- 
ments — apart froiti reserves of gold and foreign currencies 
--amounted to some £4000 million in 1838, and it would 
have been possible to live on capital for a very long time at the 
pre-war rate. This country had advanced its neighbours the 
resources they needed on credit, and now that so many of 
them were reaching matuiity, it was not necessarily unsound 
policy to allow^some repayment, of their debts. The rate at 
which the United Kingdom was consuming her capital 
might, it is tme, have increased steadily, even if peace had 
been preserved, and a gradual adjustment of the British 
economy wfis clearly needed. Such an adjustment was 
indeed in progress during the inter-war years, and although 
there were obvious danger signs — in particular many of the 
rising industries were not sufficiently concerned with the 
export market and were, tha-efore, «n imperfect substitute 
for the old declining staples — it i^ difficult to believe that 
there would have been any balance-of-payments crisis but for 
the two great wars. The United Kingdom, which had been 
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the “ workshop of the world ” in the nineteenth century, 
could no longer maintain her unique position and was bound 
to modify her economic structure as industries grew up over- 
seas ; but it has been her great misfortune that the rate of 
change required of her has been so much accelerated by two 
great wars in one generation. The consequences of the 
first would have strained to the utmost the resilience of any 
economy whether planned or unplanned, socialist or capitalist. 
Subsequently, the drastic decline in the overseas demand 
for coal and cotton, which together made up one-third of 
our exports of commodities in 1913, was bound to dislocate 
the economy, create unemployment and injure the balance 
of payments. But we had still large assets and could at 
least have continued to pay our way and to buy what we 
required on foreign markets. The Second World War has 
been far more disastrous in its effects, for it has run away 
with so much capital that we are now obliged to carry o^l, 
in a matter of a few years, the vast reorganisation which 
might otherwise have been achieved in a more leisurely 
manner over a quarter of a century. 

The bitter losses of the Second World War have been 
grimly recorded in so many White Papers that only a bare 
recital is necessary here. Apart from physical destruction 
and the neglected maintenance of industrial equipment, 
Britain’s international capital account deteriorated to the 
extent of £4200 million. To this must be added the loss of 
reserves, the further sales of investments and the heavy 
borrowing from the United States of America and Canada to 
enable us to survive during the dislocation of the post-war 
years. So far the war and its aftermath have cost us about 
£6000 million in terms of lost assets and increased debts. 
Even when allowance has been made for changes in the 
value of money it remaips true to say that we have been forced 
by German aggression to throw away in a mere six years 
what had been accumulated by the toil and thrift of past 
generations. 
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It is true that the war would not have cost anything like 
so much if Britain had been the rapacious imperialist Power 
which Russian a^nts and American innocents have always 
held her to be. The Empire was supposed to be governed 
despotically in the interests of the mother country and, if 
so, might have been obliged to give up what was required 
in the way of supplies aifd man-power without receiv- 
ing anything in return. Even Egypt and Eire*might have 
been forced to contribute something, and it would jiot 
have been surprising if all the ccnmtries within the British 
sphere of influence had found themselves in debt to their 
protector at jhe end of the war. In fact, the reverse was 
true ; it was*the United Kingdom which owed India £iioo 
million, the Colonies and Mandates ^£650 million, Egypt 
£400 million and Eire £179 million. Apparently there is 
something wrong with the usual statements about British 
unperialisni ! Although that arch-imperialist, Mr. Churchill, 
was Prime Minister, the overseas financial arsangements were 
not merely fair to other countries but erred dangerously on 
the side of generosity. For this, of course, we received no 
credit at all and were still abused with as much unreasoning 
vehemence as though we were behaving like Nazis or Com- 
munists . The unfortunate Europeans, who were ‘ ‘ liberated ’ * 
by the Red Army and subsequently witnessed so much of 
their possessloys disappear across the Russian frontier, could 
give some instructive lectiflres on the real nature of imperialism 
to the nationalists in British territories and to the gullible 
American readers of Colonel McCormick’s newspapers.* 

A Russifc policy would certainly have been too ruthless 

^ The comments ^bout British imperialism are so monstrously unfair 
that it may be instructive to make another comparison. Both Russia 
and Britain were embarrassed by separatist movements in their territories 
during the war. When the war was over, the Kremlin meted out 
ferocious punishment and thousailtis of pe^le were deported from the 
Ukraine and the Caucasus. The British Government, for its part, f^ar 
from punishing the Indian nationalists, gave them independence. Even 
the ** Tory imiaerialists ” did not suggest that Nehru and his colleagues 
should be shot and all their more active supporters condemned to 
deportation and forced labour ! 


219 



MODERN CAPITALISM AND ECONOMIC PROGRESS 


for the British conscience, and I do not wish to imply that 
the sterling debt incurred during the war was entirely in- 
defensible. But it was at least twice as bip as it would have 
been if (a) the financial agreements had been more reason- 
able, and (6) value for money had been received. Sir John 
Anderson, for example, should have revised the terms of the 
agreement with India, as he wai fully entitled to do, because 
the strategic assumptions on which it was based had been 
made inappropriate by Japan’s entry into the war. Or, 
to take another example our indebtedness to Egypt was 
translated into sterling at the old parity in spite of the fact 
that the purchasing power of Egyptian currency had been 
greatly reduced by a steep inflation. Many mDre examples 
could be quoted from war-time experience, and unfortunately 
this topic is of more than historical interest. For the same 
weakness in financial matters has been apparent since i845- 
The extraordinarily generous treatment accorded to the un- 
grateful Palestii^ians is a case in point ; anef more recently it 
has become clear that the sterling balances are being repaid 
far too quickly. It has always been recognised in principle 
that these debts should not be treated as ordinary com- 
mercial obligations and that their redemption must be very 
slow until the United Kingdom has -regained a strong 
financial position. Yet in the first half of i849» repayments 
were at an annual rate of over £200 million. /I^at is to say, 
although there was only a small deficit on the total British 
balance of payments, nothing was received jn return for 
£200 million worth of the goods and services sent overseas ; 
herein lies an important explanation of the crisfe which led 
to the devaluation of the pound. Before*^ his death. Lord 
Keynes protested vigorously against the folly of playing 
the part of Lady Bountiful with the bailiffs at the door 
(I quote from memoryr) By His death, the nation' lost one 
of the few people who might have put a stop to such folly. 

The present economic position of the Unitfed Kingdom 
can only be understood if, in listing the causes of her 
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difficulties, a high place is given to the loss of effective 
Treasury control since i 839 - One of the most important 
tasks which a new^ Government should set itself is the reform 
of this great Department of State, which has now fallen on 
such evil days. Its staff should be substantially increased, 
especially at the administrative level, for this is a rare 
Department which is not too large. It should be charged 
with scrutinising in much more detail the estimates of the 
spending departments and, above all, it should be required 
to keep a much tighter control o^er our external accounts.* 
Unfortunately, however, such reforms have no ideological 
appeal. A I«abour Government would rather socialise the 
iron and steel industry than remove inefficiency in the 
performance of those functions which are the proper pre- 
rogative of the state. A Conservative Chancellor, for his 
part, might well display much the same weakness as his 
ofiicials. - After all, Mr. Amery was Secretary of State for 
India during tha years when India was allowed to build up 
such an enormous credit at our expense, and Sir John 
Anderson was Chancellor. 

Socialism and Foreign Trade 

Apart from the prepayment of debts, the loss of net income 
from investments overseas has called for a drastic readjust- 
ment in the^ British balance of. payments. In i 839 > about 
a fifth of totaf imports was paid for in this way ; in 1848, 
only 3 per cent. For this and for other reasons, it is 
estimated that we shall have to export half as much again 
as we did before the war in order to obtain even four-fifths 
of pre-war imports. At least this volume of imports will be 
needed if anything like a tolerable standard of life is to be 
maintained, because it will still be necessary to import half 
the food supplies and neaiiy all the raw materials, apart 
from coal. 

‘ To swin^ to the opposite extreme and become too niggardly, 
e^ecially in dealing with the Colonies, would also, of course, be a sign 
of weakness. 
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These imports will not be obtained unless the country can 
offer exports in return at competitive prices. It is sometimes 
argued that the export drive would presei\|: no difficulties in 
a socialised world ; other countries need British goods -and 
would take them gladly if affairs were conducted in a more 
rational manner. Such argyments are foolish. There is 
never any difficulty in disposing of British goods — after all, 
they can be* given away ; but there may be great difficulty 
in exchanging them for the kind of goods which are needed 
in return. The countries 'which have such supplies to offer 
will not favour an exchange unless the terms are at least as 
advantageous as could be obtained by dealing, elsewhere or 
by producing the goods themselves. Thus the need for 
ensuring that British exports were competitive wcfuld remain 
even in a socialist world. Much popular socialist propa- 
ganda seems to imply that in such a world other countries, 
many of which were poorer than Britain, would be so well 
disposed towards her that they would supply her with all 
she wanted without looking for good value in return ; the 
British comrades would then need to exert themselves still 
less for still shorter hours and would receive ever-increasing 
real wages and enjoy ever-expanding social services ! 

If the discussion is conducted on a more serious plane, 
it is clear that the main effect of socialisation on foreign 
trade will be indirect. It will change the interhal economy 
and unfortunately the change is Ifltely to be for the worse, 
because nationalised undertakings, whatever , other merits 
they may possess, seem to be lacking in just those qualities 
of enterprise and inventiveness which are so ifnportant to 
the development of a healthy export trade.* In general, it is 
safe to assume that a socialised economy will be a gpod deal 
less flexible and responsive than one in which private firms 
are given a fair chanceoto sho^ what they can dev. These 
propositions are scarcely "controversial, and since they have, 
in any case, been discussed elsewhere, the argument need 
not be elaborated here. 
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The effect of socialisation will, of course, be direct in so 
far as the business of buying and selling abroad is taken 
over by the state^ Here, too, the dangers are grave and the 
prospect of any substantial net advantage dubious. It is true 
that a Ministry can engage in bulk buying, but it is doubtful 
whether much is gained there|)y. A private firm can often 
economise by purchasing large quantities because small 
parcels are more costly to handle and transport ; but such 
economies are exhausted when the purchases are still a small 
proportion of total British requirements for any important 
imported commodity. A Ministry can also enter into long- 
term contracts ; but so can private firms, and such contracts 
were customary before the war. The length of the contracts 
has probably been increased since the state began to trade, 
which was a great advantage when world prices were rising 
but is now becoming a disadvantage when prices are falling ; 
it is clearly impossible to say whether greater length will 
bring net gain or loss on the average over* period, and in 
either event the result will be largely accidental. 

It is often argued in favour of bulk purchases for long 
periods that there is more security for the duration of the 
contracts. This is true ; but the periods of security are 
punctuated by pefiods of extreme insecurity when the old 
contracts are expiring and the new ones are being negotiated. 
The terms dn«which it will be possible to obtain a vital part 
of the nation’s supplies*will remain uncertain for a time 
while the negotiations are in progress ; and when the out- 
come is known, it may require sudden and highly in- 
convenient changes in the course of trade. These difficulties 
are markedly l^s acute when a state monopoly in one 
country, is dealing with a number of private traders in 
another country ; if, however, state trading has become 
general. Vast public monopolies will confront each other, and 
the exchange of goods will be determined by toughness and 
bargaining power. Every agreement will involve political 
prestige, and all kinds of other issues apart from the 
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agreement itself will be dragged in. The recent negotiations 
between the United Kingdom and the Argentine provide a 
striking example of all the dangers mentjioned above, and 
it is no answer to say that all would have been well if the 
Argentine Government had consisted of more helpful and 
considerate people. Some Governments will always be 
tough and ruthless ; so will sonfe traders for that matter, but 
this will be ’far less important when there are a substantial 
number of them on each side competing with each other. 
Furthermore, the conflicts of interest between countries 
which buy and countries which sell will become more open 
and bitter when enormous quantities of each commodity are 
involved, and it is a case of “ take it or leave if 

Although bulk purchases by the state may at thnes confer 
important advantages, these are likely to be outweighed by 
the disadvantages mentioned above. The dangers are par^ 
ticularly great in the case of the United Kingdom, whose 
negotiators too often lack the ruthlessness n/scessary to make 
a good bargain. It is paradoxical that many “ progressives ** 
should profess admiration for the trading methods of Dr. 
Schacht, although it is apparent that his successes were 
possible only because of his fiercely nationalistic attitude and 
his immunity from moral scruples. Il^ is true that this 
country has used similar methods in a more generous way, 
and in the most abstract theory all countries^. lAight behave 
very well — just as all might disarfti. In practice, if there is 
one method of conducting affairs which tends. to emphasise 
nationalistic considerations and to put temptation in the way 
of every unscrupulous Government, it is state trading. A 
country such as the United Kingdom, whfere the instinct of 
national self-preservation has become so atrophied,, is likely 
to fare ill in such a struggle. Of course she may always get 
a fair deal from the U.SiA. and' from some of the Common- 
wealth nations ; but even her friends may grow exasperated 
when they see that their own generosity is ‘matched by 
successful rapacity elsewhere which British negotiators, 
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nurtured in the internationalistic traditions of the pre-war 
university, are unable to resist. 

If there is nothing more than “ wishful-thinking ** behind 
the claim that socialisation will solve the problem of the 
British balance of payments, there is more sentiment than 
sense behind the suggestion jhat all difficulties could be 
avoided easily enough by refying more fully on the sterling 
area. Admittedly, there may be scope for mucfi closer co- 
operation with the Dominions, and the possibility of achieving 
a customs union with some of thefti deserves to be explored. 
Everything which is economically feasible should also be 
done to develop the Colonies ; there is no dispute on that 
point. Greit firmness should be shown in rebutting 
American-complaints about imperial development when such 
complaints are clearly unreasonable, as they often are, in 
view of the policies adopted by the U.S.A. herself {e.g. with 
rVgard toX)uban sugar).^ All this is common ground ; but 
the fact remains Ithat the sterling area, which does not even 
include Canada, must remain heavily dependent upon 
supplies from outside. Much has been written on such 
matters, but apart from two articles by Mr. G. D. A. 
MacDougall,^ I know of no serious attempt to examine 
quantitatively wha^ is essentially a quantitative problem. 
Mr. MacDougall’s conclusions are pessimistic ; unfortunately 
it is quite clear that a self-sufficient sterling bloc with ^ 
high standard of living is 6ut of the question. It is true that 
we should be.forced to rely to a much greater extent upon 
sterling supplies if the dollar problem should prove other- 
wise insoluble, because, for example, the Americans refused 
to facilitate a more satisfactory outcome by a substantial 
lowering, of their tariff. There may, in the event, be no 

> It should be noted that although the International Trade Charter 
is hostile ter large preferences in taAffs, it do0s not prevent the establish- 
ment of customs unions. After all, Imperial Preference was a half- 
hearted affair at best ; a customs union with some of the Dominions 
would be more^ike the real thing. 
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Other course open to us, and the Americans will have them- 
selves to blame if their exports decline very sharply. But 
the adverse effect on the U.S.A. would bye far less than the 
loss which the sterling area itself would suffer; without 
substantial supplies from the dollar area, the British standard 
of living is bound to underg9 a severe decline. 

In any case, it would be *^foolish to suppose that the 
existence of the sterling area obviates the need to make 
British exports competitive with dollar supplies. After all, 
the sterling countries wilf want some kind of value for their 
money, unless they are browbeaten into submission ; and a 
democratic government will always be loth to# embark upon 
the systematic exploitation of dependent areas. (It will be 
recalled that the Tory ‘‘ imperialists ** of the int€r«-war years 
allowed a nominally dependent Government of India to 
sanction developments which gravely damaged the Lanca- 
shire cotton industry ; while at the present time, •American 
cars are not unknown in the Colonies. ^It ••would be easy to 
multiply the examples.) Indeed, some of the most en- 
thusiastic imperialists are so far from wishing to exploit the 
empire that they might well exploit the mother country. 
Mr. Amery, for example, has no fault to find with the policy 
which gave India sterling balances worth £iioo million and 
seems quite unperturbed by the cost in terms of goods and 
services which repayment ifiust involve.^ Clearly it is not to 
the Tories but to the Communist imperialists we must look if 
the empire is to pay the greatest possible tribute. Provided 
they had sufficient military power, the Communists would 
presumably follow Russian policy and “ integrate ” the 
economies of the overseas territories with that of the United 
Kingdom by means of a “ master plan The development 
of the Colonies would be strictly determined by the needs 
of the home country ;*• they would be forced to give up as 
much as possible, and anything they received in return 
would be conceded only because it was reckoned to be a 
* Cf., e.g.. The Awakening, 
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good investment from the point of view of England. Any 
colonial patriot who protested would find that he had become 
a “ reactionary djviationist ”, and he would undergo an 
informative process of “ re-education ” in a forced labour 
camp. Such policies may certainly be expected in view of the 
way in which Russia has treated both her own territories and 
the European countries behind the Iron Curtain which are 
under her sway. But that is scarcely a suitable model for a 
democratic Britain. 

Free Trade and the Export Drive 

It is sometJiing of a paradox that in this age of planning 
the intematidnal solvency of the United Kingdom should 
depend so much upon the possibility of achieving greater 
freedom in international trade. Yet this is the case for a 
number of reasons. The United Kingdom must increase 
her exports to at least 150 per cent of pre-war ; if, however, 
the volume of world trade in manufactures does not rise 
above its pre-war level, she will be able to achieve this target 
only by capturing and holding 30 per cent of the total as 
compared with 20 per cent in 1837 — a Herculean task. Yet 
a comparatively* small increase in the volume of world trade 
in manufactures relatively to world consumption would 
transform the position. Before the war the proportion was 
about 10 pef oent ; our exports therefore amounted to q 
mere 2 per cent of world Consumption. If it were possible 
to raise world exports to 15 per cent of consumption, 
Britain’s export target could be achieved even if her share 
of trade remained unchanged. She would then be supplying 
only 3 per cent of f re- war consumption, which does not seem 
a hopele^ly large proportion.* Moreover, if trade is reason- 
ably free, the spread of industrialisation will be far less 
harmful ;* the international Jivision t)f labour will be more 
economical and the old countries will have a reasonable 
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opportunity to profit from their superiority in certain lines. 

For similar reasons, convertible currencies and multi- 
lateral trade are highly desirable from tl^ point of view of 
British exports ; protective, bilateral and discriminatory 
policies elsewhere may well defeat all efforts. There is, 
however, a possible conflict here between different British 
objectives ; for the United Kingdom may wish to resort to 
such practices herself in order to restrict imports to the 
levpl she can afford and in order to buy them from some 
areas rather than others. * A compromise is necessary ; and 
if retaliation and beggar- my-neighbour policies are to be 
avoided, some carefully prepared rules-of-the-game, to which 
all important countries subscribe, are highly desirable. An 
enlightened, and on the whole reasonably successful, attempt 
was made to devise such rules at the international conferences 
held at Bretton Woods, London, Geneva and Havana. In 
a small book, which is primarily concerned with domestic 
policy, a review of these highly technical matters cannot be 
attempted ; but it may be said that although the agreements 
suffer from a number of defects, they represent a great 
advance as compared with the pre-war arrangements. 
Completely free trade is out of the question ; but, if the 
agreements are carried out, international commerce will be 
liberated from many of its present shackles. Deficit couiltries 
yrill be permitted, however, to use proteotiW devices in 
certain circumstances, in particular during the post-war 
period while they set their houses in order, and during any 
crisis which may occur as the result of a severe slump in 
some important trading country. 

In spite of these agreements, greater freedom in world 
trade may remain an almost unattainable ideal unless the 
scarcity of dollars becomes less acute. So long as dollars 
are in desperately short supply, each country will be anxious 
not only to discriminate against dollar imports but also to 
protect itself in its dealings with third countries lest it should 
find itself burdened with debts which have to be redeemed 
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in dollars or gold. For this reason there is great reluctance 
to make currencies freely convertible, and the restrictions 
imposed as national safeguards actually intensify the world 
shortage of dollars by reducing the volume of multilateral 
trade. Thus there is a vicious circle to be broken, and the 
U.S.A. has earned more gratitude than she has received by 
her attempt to do so through^ tfie provision of Marshall Aid. 
Her obligations do not end here ; there is still tKe American 
tariff to be surmounted and there is still the danger of. an 
American slump. But among the ftther measures previously 
required was a revision of international prices designed to 
discourage thg purchase of dollar supplies and to encourage 
the purchase t)f supplies from non-dollar areas. Deprecia- 
tion was one way of bringing about such a revision and its 
implications will be discussed in the next section. 

Competitive Exports and the Dollar Scarcity 

It is officially# estimated — or rather officially hoped — 
that productivity will increase by zj per cent per annum over 
the next few years ; and it is generally agreed that great 
efforts will be necessary to bring this about. Yet an increase 
of this magnitude, even if it were achieved, might not suffice 
to lower the price British exports to a substantial extent 
and might even fail to lower them at all. For lower costs 
may be offsef Ijy higher wage-rates and, to judge by recent 
experience, a rise of 2 ^ pdt cent in the latter is scarcely im- 
possible. In .this constant race between wages and pro- 
ductivity, productivity may win ultimately ; but with the 
most sanguirfe assumptions it is still inconceivable that greater 
efficiency will brifig prices down by an adequate amount. 
A rise of^z^ per cent in output per head, even if it were not 
offset at all by increased money costs, would be too slow to 
meet the Heeds of the export drive v4ien the sellers* market 
had disappeared. 

Since British exports can scarcely be made sufficiently 
competitive by increasing productivity — although this is by 
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far the most desirable method — it has been necessary to 
adopt the more painful remedy of depreciating the pound. 
The consideration of this step can only be extremely brief in 
the present context, and many highly technical issues must 
be ignored ; it will be possible to do no more than touch upon 
the more important implications 

Depreciation will reduce the amount of foreign exchange 
obtained for each unit of exports, and total receipts from 
exports will therefore be lowered, not raised, unless the 
physical volume of sales goes up in proportion to the decline 
in export prices. Whether or not increased sales will be 
possible will depend upon the responsiveness of foreign 
markets to lower British prices and upon Britain’s ability to 
provide the additional goods. It would have been foolish to 
depreciate the pound during the war or even immediately 
after the war; British sales overseas were limited, not by 
high British prices, but by the volume of suppUes which 
could be provided. Thus so long as it was possible to sell 
all that was available a lower value for the pound would have 
involved the country in pointless loss ; but those conditions 
now appear to have passed. 

With such considerations in mind, it may be asked 
whether depreciation is likely to solve «the dollar problem. 
Unfortunately no unequivocal answer can be given.* To 
begin with, it is clear that dollars may be*sbarce for two 
main reasons : 

(i) The nations outside the dollar area may need to live 
for a time beyond their incomes until the *more urgent 
needs of reconstruction have been mec. To quote from 
the Report of the International Monetary Fund for 
1848 : “ The countries which have been devastated by the 
war cannot be expected to balance their international pay- 
ments at once, and no exchange depreciation, however 
■ severe, would achieve such a balance at a tolerable level 
of imports ”. 
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(2) Dollars may remain scarce after production has largely 
recovered because the additional goods which are now 
available are too expensive, at the ruling rates of ex- 
change, to coiApete with U.S. goods, whether inside the 
U .S . A. itself or in other markets . This reason for scarcity 
may be fairly termed artificial and a readjustment of 
exchange rates regarded as appropriate remedy. 

The first reason for scarcity has probably been the more 
important since the end of the war,tbut the significance of Ihe 
second has increased markedly over the years 1348 and i 849 - 
There is no reason why both causes should not be present 
to some exten^at the same time, and it is still true that Western 
Europe cqujd not solve its problems entirely by means of 
depreciation. A sufficient volume of goods could scarcely be 
provided until more time had elapsed for structural adjust- 
ments, and an immediate reduction in dollar imports by the 
amount needed ‘to close the gap would have disastrous 
results. Hence tlie*need for Marshall Aid. All this may be 
undeniable ; but the fact remains that Europe should earn 
what dollars it can, and to this end depreciation will be a 
help provided »the domestic position in the European 
countries has imprgved sufficiently to permit a substantial 
increase in exports. 

Depreciation may assist in various ways, but it is by no 
means certain that it will result in a satisfactorily large* 
increase in direct sales to the U.S. A. Admittedly the pos- 
sibility of achieving such an increase is often dismissed too 
abruptly and for the wrong reasons. In particular, it should 
not be concluded <hat because the U.S.A. is a great manu- 
facturing country, her people can derive no benefit from the 
import oT manufactures. Nor is the pessimistic argument 
made unassailable by pointiif^ out tfjat most manufactured 
goods can be produced with fewer iftan-hours in the U.S.A. 
Goods are exchanged, not in terms of man-hours, but in 
terms of prices ; and higher U.S. money-wages, as converted 
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at the rate of exchange after depreciation, may offset the 
effect on prices of superior productivity. This does not 
imply, of course, that the U.S.A. will suffer from an unfair 
disadvantage as a result of the depreciatiod of other countries’ 
currencies ; her standard of life will be raised, not lowered, 
if she buys in the cheapest markets and thus imports those 
goods in the production of’^ihich her superiority is least 
marked. Nor is it true that the increased volume of U.S. 
imports necessary to solve the European dollar problem 
would so flood her market with goods as to precipitate an 
unavoidable slump ; the total dollar deficit of the sterling 
area, including the United Kingdom, amounted to less than 
I per cent of U.S. consumption in the first- half of i849- 
Furthermore, since the required increase in imports would 
constitute such a small proportion of total supplies, American 
purchasers might be expected to respond to the lower prices 
made possible by depreciation. 

The real difficulties lie elsewhere and tl^ey are undeniably 
formidable. The American tariff is the most obvious one ; 
in the case of many commodities it is so high that an im- 
possibly large depreciation of the exporters’ currencies would 
be necessary to make their goods competitive. No doubt the 
American public would gain from lower tariffs, but the possible 
gain is not so obviously large as to create a strong pressure 
against the vested interests behind the tariffs. (For the same 
reason, the spread of industrialisation elsewhere is likely to 
damage British trade in practice, if not in theory. The only 
hope is a series of mutually beneficial international agree- 
ments for the reduction of tariffs.) In such circumstances, 
it is fortunate for the rest of the world that the U.S. Adminis- 
tration should have declared its support for Cordell Hull’s 
policy of greater freedom in world trade. If progress has 
been slow so far in dealing with the U.S. tariff, it is at least 
something that the U.Sr.A. cannot make an extensive use of 
quotas without abandoning completely the policies previously 
supported at a number of recent conferences. Furthermore, 
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it is significant that some groups of American business men 
have come to doubt the wisdom of a high tariff — if one may 
judge from statements made by their organisations. A 
change in attitude \s, of course, long overdue for reasons of 
enlightened self-interest. If the tariff remains high, the 
U.S.A. will be able to maintain the volume of her exports 
only by giving part of them* away, as she is doing at the 
moment in the form of Marshall Aid. If the tariff remains 
and Marshall Aid comes to an end, other countries will h^ve 
no choice but to cut down their* dollar imports with the 
utmost severity ; the consequences will be most unpleasant 
for them, but^the U.S.A. will also suffer both economically 
and politically. In some American industries the effect will 
be particularly adverse, and if there are vested interests 
behind the tariff, there are also vested interests in favour of 
freer trade. 

' Private, restrictive practices are a further obstacle in 
addition to the and may deny importer^ the necessary 
retail outlets for their goods ; whether the anti-trust legisla- 
tion will be used effectively to prevent such action remains 
to be seen. The American consumers themselves may show 
some resistance *to increased purchases, especially in those 
lines where the pnoportion of required imports to con- 
sumption is much higher than the average figure for total 
quantities ; favourable prices may overcome this con-^ 
servatism, and it is probably not so important in any case 
as the fact that many Americans — perhaps the majority — 
have little chance of buying imported manufactures for the 
familiar reasdn that the marketing methods of the importers 
are so poor. The^final difficulty to note is the danger of a 
U.S. depression ; if this should occur, all attempts to increase 
sales to America would probably be frustrated, and it seems 
inevitable* that other countries woulAbe dragged into sym- 
pathetic depression, unless the U.S. 'Government decided to 
maintain dolfer exports at all costs by offering still larger 
gifts to foreigners. 
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Whether there will in fact be any substantial increase in 
the value of sales to the U.S.A. as a result of depreciation 
and other measures is anyone’s guess. Given time, the 
position may become easier as exporter^ learn more about 
their job and, given time, the U.S. tariff may be reduced. 
Provided there is no heavy deflation in the States there may 
be some ground for optimiSm, but that is about as far as 
anyone can'go. Fortunately, however, the effects of deprecia- 
tion will not be confined to U.S. purchases. Perhaps 
more important will be <the tendency for U.S. exports to 
decline relatively to the exports of other countries, including 
Britain, which have depreciated. In this way the world 
demand for dollars will be reduced and the general deficit 
gradually eliminated. To revert to the argument rdeveloped 
in an earlier paragraph, a scarcity of dollars which persisted 
after post-war reconstruction had been completed would be 
artificial. It would indicate that at ruling exchange rates 
U.S. goods wei-e too cheap, and parities s|;?ould be adjusted 
to obtain some kind of equilibrium. It* remains to be seen 
whether the recent changes in exchange rates will suffice to 
prevent an artificial dollar scarcity of this kind ; at all events, 
some such change was clearly appropriate itx order to reduce 
the attractiveness of dollar purchases and to encourage non- 
dollar countries to buy more from one another. -^-The 
benefits resulting from such developments will not, however, 
accrue to anything like the full extent until there is greater 
convertibility of currencies — that is to say, pntil the price 
mechanism is allowed to operate more freely. The problem 
of convertibility is too technical, however, to b^ discussed in 
short space and must be set aside, together with the other 
highly important problem of increasing international invest- 
ment. 

Enough has been rsaid about the difficulties*. In the 
event, the adjustment of exchange rates may do little good 
and there may be no further progress in removing the barriers 
to world trade. If so, it will be clear that a large population 
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can no longer be supported in these small islands at a tolerable 
standard of life, and Britain’s days as a Great Power will be 
over. For there is no other way out, and it does not help in 
the least to pretend that there is. To recognise this un- 
pleasant fact and to reject the illusions of both the Socialists 
and the sentimental imperialists should not be regarded as 
an admission of defeat, any more than was the War Cabinet’s 
realistic appreciation of the state of the defences in i840. 
There is still a fighting chance. Many of the most crupial 
issues can only be settled internationally and not by Britain 
alone ; but Britain can take the initiative more boldly in 
international /legotiations, and above all, she can set her 
internal affairs in order. 

At such 'a time of crisis it is most undesirable that the 
country should be governed by a group of tired Ministers 
advised by a group of tired civil servants. (I refer, of course, 
to’ the higher-grade civil servants who are as much over- 
worked as the c/^rical grades are often under-worked.) It 
is all the more unfortunate when such exhaustion has been 
partly unnecessary and has been caused by much over- 
elaborate planning and pointless nationalisation. It is surely 
an unflattering »5omment on Mr. Attlee’s sense of proportion 
that at such a timo he should be so interested in the Iron 
and^Steel Act and the Parliament Act and so determined to 
push through Jiis doctrinaire policy, even at the cost of 
making everyone concerned still more tired and still more 
incapable of showing the imagination and vigour which are 
so badly needed to save the country from complete disaster. 
Even those tvho believe that the nationalisation of the iron 
and steel industry will benefit the country in the long run 
cannot pretend that it will contribute at all towards the 
solution of our present dif^cultiesi' It may therefore be 
thought Surprising that the Laboi^r leaders should dis- 
play such stubbornness, the more so in view of the severe 
moral standards by which they are wont to judge their 
opponents. 
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One of the first of the real tasks is, of course, to raise 
productivity. In an earlier paragraph it was argued that 
no practicable increase in productivity would lower prices 
sufficiently to maintain sales on a buyers’ market, and for this 
reason depreciation seemed appropriate. That will not, I 
hope, be taken to imply any indifference towards the import- 
ance of raising productivity !* The hardship involved in 
achieving solvency will be all the less if output per head can 
be increased ; indeed it is possible that the additional exports 
and the additional substitutes for imports could be provided 
with little decline in the standard of living, if a serious attempt 
were made to produce as much as possible ip a reasonable 
day’s work instead of aiming at a mediocre nortn. Increased 
productivity, even if it does not lower domestic costs in 
terms of money, is clearly essential if an adequate flow of 
exports is to be provided and full advantage taken of the 
benefits of depreciation. r 

If productivity is important, so is flexibility. It is not 
merely a question of producing more per head on the 
average over industry as a whole — the objective usually 
stressed — but of adjusting the composition of output in 
order to produce the right things. This statement may be 
regarded as so true as to verge on the platitudinous, but the 
implications for the welfare state may be resisted in practice. 
As we have seen in Chapter ii, some structural unemploy- 
ment is unavoidable but it willlead to much discontent. 
In such circumstances, the Labour spokesmen, intent on 
propaganda, are rendering a poor service to the nation and 
even, in the long run, to their party, by attemptifig to increase 
the confusion between temporary idlenesk of this kind and 
mass unemployment. One of the principal reasons for advo- 
cating flexibility, even at the c^ost of a little unemployment, 
is because a fossilised British economy would shortly experi- 
ence real mass unemployment on a very heavy scale ; it 
would be unable to buy the imports needed tft keep people 
at work. 
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Depreciation and the Wage-inflation 

There is no painless way of achieving solvency in the 
balance of paymeii|ts. But the pain is likely to be less if the 
value of exports is increased by means of depreciation than 
it would be if the deficit were closed by means of a drastic 
curtailment of imports. Unfortunately, however, deprecia- 
tion operates in- such a way as to provoke strong opposition 
to the adjustments required. It raises the prices of imports, 
and whereas people will submit with great humility to Jthe 
hardships imposed by direct controls, they tend ‘to be 
extremely sensitive even to minor hardships when brought 
about by higher prices. They seem to act as though they 
preferred a smaller volume of imports at stable prices to a 
higher vohitne at higher prices. Thus the trade unions will 
put up with severe cyts administered by the controllers, but 
they may tend to react against depreciation by demanding 
higher wages. 

It is too early Vo^ say whether the advantages of deprecia- 
tion will be lost as the result of a wage-inflation. At all events 
it is sound policy to try to cushion the effect on the cost of 
living by using any stocks which may be available and to try 
to postpone the* granting of wage increases. It is extremely 
important to gain tihie. The quantitative importance of the 
riseTR the cost of living is likely to be small and will be all 
the less if suffiaient time has elapsed to permit an increase 
in productivity. People will grow accustomed to tlie new 
state of affairs«and their demands for compensating increases 
in money incomes will grow less insistent. The danger is 
a rapid succession of increases in prices and wages after 
depreciation, and this perhaps can be avoided. It does not 
seem unduly optimistic, therefore, to suggest that a sub- 
stantial part of the gains froii depreciation will be retained 
at least for a time in spite of the prq^ure for higher wages. 

There m^ be strong demands for more pay for reasons 
other than tne effect of depreciation on the cost of living. 
In conditions of full employment, organised labour is in a 
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Strong position to press its demands, and the country may 
therefore suffer from a gradual wage-price inflation which 
will disrupt the export trade. It must not be supposed that 
depreciation can provide a satisfactory^ solution to -this 
problem; successive changes in the external value of the 
pound would be required which would have a seriously 
adverse effect on Internationa*! IVade. 

It is perfectly natural, of course, that workers should 
want better wages, and it is one of the principal objectives 
of economic policy to sati&fy their legitimate demands. But 
a wage-inflation in excess of productivity will defeat its own 
object. Prices will follow wages and the disastrous con- 
sequences for the balance of payments will leaVe the workers 
worse off than before. The right way is to increase output 
per man ; it will then be possible to raise wage-rates without 
harming the economy. What is so paradoxical is that 
hundreds of thousands of workers could begin immediately 
to take home larger wage-packets every w^ek even if wc^e- 
rates remained unchanged. They could "do so by producing 
a little more and thus increasing their earnings which are 
partly based on piece-work. No great exertions or Stak- 
hanovite heroics are needed — merely the abandonment of 
restrictive practices which set the conventional “ stint ” well 
below what is comfortably possible. If the piece-woAers 
behaved in this way, it would also be feasibly, tb increase the 
pay of the complementary time-wbrkers. 

The trade-union leaders have had at least., some success 
so far in their attempts to slow down the wage-inflation ; but 
they have made little progress in securing the* abolition of 
restrictive practices. (Indeed it is not alfogcther clear that 
they have tried very hard.) It may well be that these leaders 
will be less successful in future in preventing wages from 
rising steadily, especially if there is a Conservative?’ Govern- 
ment and it is no longer possible to warn the workers against 
the' danger of sabotaging the Labour Movemeiit. The fact 
that the appeal is usually made in this way seems to imply 
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that the workers have no wider, patriotic loyalties, and 
although this is unrealistic as well as unflattering, it is 
probable that the trade-union leaders would act in a much 
more irresponsible Vay, even at the expense of their country, 
with the Tories in power. 

It may therefore be necessary to contemplate the use of 
stronger measures if the Attempt to reach international 
solvency is not to be frustrated by a wage-inflation. Two 
lines of policy are possible. The first is to the old-fashioned 
method of restricting the amount oT credit in the country. In 
recent years the Bank of England has docilely printed more 
and more mgney as. the cost-price inflation pushed up the 
nominal monetary value of output. Under the gold standard 
this would tiot have happened ; and although the operation 
of the»gold standard was somewhat harsh and arbitrary, it 
at least imposed some kind of discipline on the economy. 
Most people, including most of those who are opposed to 
socialism and physical planning, are agreed that the country 
should be able to ‘manage its monetary affairs in a more 
delicate and scientific manner. So it should, granted a 
rational and self-restrained attitude on the part of everyone 
concerned — bflt that is a somewhat discouraging proviso. 
Needless to say, a return to the gold standard is out of the 
qu^Sffion ; but a dangerous inflation of money-wages could 
perhaps be tb^cked by the adoption of some analogous 
arrangement which woulcflimit the creation of money.* The 
Bank of England would then cease to provide a continuous 
stream of funds ; and if the existing supply of money proved 
too small to*finance the same physical output after costs had 
risen in terms of "money, output would have to decline and 
some wqrkers would lose their jobs. This growth of un- 
employment might then induce organised labour to adopt 
a more rdksonable attitude. This woiild be a most regrettable 
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policy, but it is no answer to denounce it as reactionary and 
leave the basic problem unsolved. If productivity lags 
behind and money-wages rise too fast, the country will be 
faced with ruin. A disciplinary policy adniinistered by means 
of credit control would be severe, but it would be preferable 
to the widespread unemployment which must be regarded 
as the inescapable outcome oftrtflation in a country dependent 
upon foreign trade. 

A policy of this kind might prove impracticable because 
of the^political oppositioil it would encounter. Should this 
be the case, democratic methods would have failed and the 
ensuing period of extreme crisis and internatiopal insolvency 
could be terminated only by the adoption of a more totali- 
tarian policy. Whether the Government which adopted such 
a policy was described as “ Right or “ Left ** would be of 
little interest to the workers ; for the extreme parties on 
each side have far more in common with each othetithan wfth 
the moderate groups in the middle. In either event, labour 
would be disciplined in much the same way as it is disciplined 
in the U.S.S.R. The general level of wages would be con- 
trolled by the state, and the trade unions would become 
completely subservient executive organs. The wage-inflation 
would be stopped and the restrictive practices of organised 
labour would be regarded as a conspiracy against the*Siate. 
Anyone who protested and tried to organise ’a strike or a 
“ go-slow ” movement would fiftd himself arrested on a 
charge of criminal conspiracy and, if Russian, practice were 
followed, he would be sentenced to penal servitude or shot. 

It would be unreasonable to blame econorfiists because 
they cannot provide an easy solution to ifhis problem. No 
elaborate training is required to see that wages should not 
rise more quickly thaE prodijctivity, and if people prove 
incapable of self-discipline under democratic government, 
there is no pleasant remedy to be found in economics. Nor 
is there much temptation nowadays to suppose that public 
ownership affords a solution ; the nationalised industries 
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have scarcely been immune from such troubles. The real 
issue is whether democracy can survive in a highly vulner- 
able economy when so much power is in the hands of the 
organised workers'. There is certainly no reason to despair, 
but it is unfortunate that the common sense of decent 
working people should have been so much corroded and 
eaten away by years of socialist propaganda, and it is even 
more unfortunate that senior Socialists, like Dr.* Dalton and 
Mr. Bevan, should still be so actively engaged on this task of 
destruction. The Communist saboteurs, who will dp their 
utmost to make matters worse, have a solution of their own 
which they would apply to the deluded workers if they 
succeeded in* capturing power. But it is the solution of the 
whip, TJie fact that a few capitalists had been expropriated 
and ^rested would scarcely be regarded by the proletariat 
as a lasting compensation for the severities of a Soviet labour 
cfede. 
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CHAPTER 13 

THE PROSPECTS FOR PFtiVA'TE 
ENTERPRISE 

If the social and political structure were determined by* 
economic for/res in the manner described by Karl Marx, 
there would be little reason to feel concern about the future 
of private Enterprise. For his theory of economic deter- 
mimsm seems to imply a rationality in the course of events 
which ensures that institutions are adapted in a way appro- 
priate, in. some sense, to the needs of the time. Human 
beings themselves may not be rational and may, indeed, fail 
completely to understand what is happening ; but since the 
course of history is determined, in any case, not by ideas 
as to what is desirable but by more impersonal forces, the 
fallibility of huhian judgement is of only minor importance. 
Broadly speaking, <ithat appears to be the theory, and if it 
wd¥d^*true a capitalist economy with a moderate degree of 
state intervedtipn could be regarded as “ determined ” for as 
long ahead as could be foreseen. Admittedly an unreformed 
capitalism w^uld not survive for long in the post-war 
world ; in particular, heavy unemployment has caused so 
much suffeflng and resentment as to necessitate some change 
in the economicf system. But if any serious attempt at 
diagnosis is made, it will be seen that such reforms do not 
require the abolition of pfivate witerprise. On rational 
grounds,* what is needed to prevent®mass unemployment of 
the pre-war kind is a vigorous policy of financial stabilisa- 
tion, combfhed with special measures to encourage’ the 
mobility of labour and to modify the location of industry. 
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Similarly, the mitigation of inequality will not be achieved 
by nationalisation but rather by the continued use of pro- 
gressive taxation. Even with regard to foreign trade, the 
most difficult of the post-war problems, Socialisation will be 
no help at all but a serious hindrance, because of its adverse 
effect on industrial efficiency and flexibility. Whether in- 
dustry is socialised or not, if may be impossible to procure 
the imports* necessary to maintain the standard of living 
and the level of empJoyment — if only because the success 
of the ^export drive cannot? be ensured by this country alone. 
‘But the danger of failure will be all the greater if the British 
economy is sluggish and insensitive, as it is only too likely 
to be if private enterprise has been abolished. * 

Without attempting to summarise further the conclusions 
of the preceding chapters, we may say that a rational r^sp^^nse 
to economic needs would involve more state intervention 
than before the war, but not the socialisation of industry or 
the physical planning of output over the greater part of the 
economy. On the contrary, the private 'firm and the price 
mechanism should be preserved because they can make such 
a large positive contribution to economic development ; a 
reformed capitalism should be regarded not? as a makeshift 
contraption but rather as the most progressive form of 
economic organisation. If greater stability is desirable^' so 
are enterprise and risk-bearing and the flexiljillty which can 
be achieved only by decentralising authority to the man on 
the spot. It is not merely a question of propping up a 
capitalist economy, and the issue can therefore be confused 
by suggesting that, since the principal evils of thd past can be 
largely removed, a convenient political compVomise is possible. 
Private enterprise should be retained and strongly defended 
in view of its high all-round performance, not because, with 
a bit of tinkering, it will do well enough and save trouble. 

Since this is so, economic determinism should not lead 
to socialism. Unfortunately, however, the thebry of deter- 
minism is itself a strange mixture of realism and mysticism. 
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It is perfectly true that the “ objective ” factors, such as 
changing industrial techniques, exert a major influence on 
social development, and if this observation falls somewhat 
shoij of originality^ Marx was at least original in the emphasis 
he placed upon it. Without any question, he stressed the 
point too much, but it can be argued in his defence that it 
was necessary tp correct a bks^in the opposite direction and 
to criticise the view that society could be rebrganised accord- 
ing to abstract ideas alone which might have little relation 
to reality. So far so good. The orror lies in supposing fhat 
the ultimate response to changing conditions will necessarily 
be the right one ; for this implies a kind of Economic 
Providence whose existence is not apparent except to the 
eye of faith. It is here that the “ human factor ”, so in- 
a dequa telv treated by Marx, becomes important ; the 
objective needs may be misconceived and the various policies 
misunderstood. Even if, in the end, the action taken proves 
successful in removing a specific evil, it may be that some 
alternative policy Would have proved equalfy successful for 
the immediate purpose and would have been more satis- 
factory in its wider implications. There is no law of nature 
to prevent a country from jumping out of the frying-pan 
into the fire by Resorting to communism as a cure for 
cytlml unemployment. The cure may work fairly well 
but it will be far worse than the disease ; it is, I believe, 
a sober statement of fac^ that the working class would be 
better off even in an unreformed capitalist economy, which 
was subject to cyclical fluctuations, than it would be under 
the heel of « communist dictatorship. There is, of course, 
a third alternative. Such unemployment could be reduced 
if the major countries were to adopt what is often described 
as a Keynesian policy, and in this^way reasonable security 
might be achieved without the sa^ifice of equity which 
communism implies. The third •alternative is the more 
desirable, but because of irrationality and ignorance it may 
not be adopted. 


247 



MODERN CAPITALISM AND ECONOMIC PROGRESS 

Marx believed that the coming of socialism was inevit- 
able ; but if private enterprise is swept away this will be the 
consequence, not of economic necessity, but of the force of 
ideas which Marx so much underrated. ^Ironically enough, 
the ideas will be largely those of Marx himself, but not 
entirely so ; and in examining the irrational beliefs which 
make for socialism it is appropriate to begin with the 
defenders of private enterprise rather than with its enemies. 
A reformed capitalism would meet the needs of our time 
much better than socialism ; but there is no guarantee that 
-it will be reformed in time, and the danger of suicidal con- 
servatism is particularly apparent in the U.S.A.^ As we have 
seen in Chapter 1 1 , the measures necessary to prevent severe 
deflation and the mass unemployment which follows from it 
are fundamentally similar whether property is puyicly^or 
privately owned. But whereas a socialist Government could 
be relied upon to prepare some kind of financial plan, a 
“ capitalist ” Government might fail to do so. There would 
be no necessity for such a failure, and it is now most im- 
probable that the British Conservative Party would be 
guilty of it. In the U.S.A., however, there is a strong body 
of opinion which is so unenlightened in itsp self-interest as 
to favour extreme laisser-faire and to view with abhorrence 
even the use of a budget deficit as a means of sustsirnng 
monetary demand in bad times. It may be thai the majority 
of the electorate would support more progressive measures, 
but the exponents of “ orthodox ’’ finance are powerful in 
Congress, and when due allowance is made for the defects 
of the American constitution, they seem capable of doing 
almost as much damage to private enterprise, however un- 
wittingly, as the Communists elsewhere can hope to do, 
wittingly. If mass unemployment is allowed to reappear in 
the capitalist economies, and to persist for long periods, then 
the political reaction in favour of socialism may be decisive 

‘*If the reforms had come more quickly in the United Kingdom 
itself, there would be less danger of totalitarian policies today. 
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in many places. It is true that such an outcome may be 
improbable within the U.S.A. itself, where socialism has 
scarcely begun to take root; it is more likely that the 
pressure of publitd opinion will, in the end, defeat the 
conservatives before the American socialists have come into 
power. But the interim consequences for the rest of the 
world may be a. serious crisii/, a further loss of faith in 
capitalism and a general resurgence of socijflism.' 

The socialist movement may also gain some strength from 
the discontent caused by those failures of economic j)Olicy 
which may be described as genuinely unavoidable. The 
technique of maintaining monetary stability has been devised 
within recent* years and a good deal of experience and 
experimentation will be needed before its potentialities can 
bej^ajyi^ed to the full. Moreover, no skill can ever be so 
complete as to cope 'with all the unforeseeable possibilities 
orthe futqre, and fairly serious mistakes may well be made. 
From a rational', viewpoint, the consequent hardships and 
disappointments should be borne with some resignation, 
because there is in fact no better alternative. In the event, 
however, the failures will no doubt be attributed quite 
unfairly to private enterprise and an unpleasant reality 
contrasted most unreasonably with a theoretical and idealised 
veiRion of socialism. 

The scaleiJ are weighted against private enterprise for 
another reason. Progress* has been remarkable in the past* 
and may be ;;apid in the future, when judged by realistic 
standards ; but it has not been and will not be so spectacular 
as to satisfy Utopian cravings. The defenders of private 
enterprise are fully aware of this and it has been one of the 
merits of the Conservative Party in the past that it has not 
attempteci to win support by makjng wildly extravagant 
promises.' The more responsible leaders of the Labour 
Party may also be acquitted of any f6lly of this kind ; but in 
studying thetittitude of the Left it is necessary to appreciate 
that many of its members are neurotics, who find in a 
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fanatical political faith some kind of solace for their personal 
needs. Of course it would be naive to regard all extremists 
in this way ; in order to understand the behaviour of, say, 
the French Communists, it must be recognised that many of 
them are simply would-be commissars on the make, who are 
as free from Utopian neurosis as anyone can possibly be. 
The neurotic element, howeWi*, is frequently apparent, and 
although if may Jiave a number of causes, the need for some 
kind of faith is probably the most important. 

Old-fashioned rationalists attacked supernatural faith with 
considerable success ; but the result was simply to leave 
human existence unexplained and to create a dangerous 
spiritual vacuum. It was unwise to suppose that because 
these problems are insoluble by any ordinary process of 
reasoning, they can therefore be ignored; and it^^>^''‘^-not 
particularly sensible to expect a calm "and rational attitude 
on the part of human beings whose lives are bound to end 
in a startlingly irrational manner. Without some kind of 
faith many people would feel that life was intolerable ; and 
if the higher religions of the past have been partially 
abandoned, crude materialistic superstitions have been 
devised to take their place. In some countries religion has 
occasionally been “ the opium of the people which served 
to keep them quiet and docile under the rule of their musl^rs. 
In the modern world, however, what is far more remarkable 
is the extent to which socialism has become the opium of 
those who are without a supernatural religion 

It is true that some people feel the need for a faith much 
more acutely than others ; yet no-one can succefed altogether 
in ignoring the great problems of human existence, and there 
is no point in trying to pretend that an interest in these 
matters is in itself neurotic. The Freudians would have us 
believe that it is all due to sexual maladjustment, l^s though 
one aspect of life were more important than life as a whole ; 
thfe is mere intellectual escapism. The Marxists claim that 
the interest is merely bourgeois, a claim which would be 
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grossly insulting to the workers if it were not so manifestly 
false as to be merely silly. Metaphysical curiosity is perfectly 
natural, and to some the importance of a belief, which gives 
at least an apparetit meaning to life, seems to overshadow 
everything else. Perhaps everyone should accept the advice 
of the rationalists, abandon all vain questioning and '' cultivate 
his garden**. But we are 'concerned here not with what 
people ought to do but with what they will doMn practice ; 
and it is an observed fact that gardening ** will not suffice. 

It is true that no religion of so\:ial progress can evjer be a 
substitute for a supernatural faith ; all the important ques- 
tions are lefj unanswered. But the irrelevance of worldly 
religions seetns merely to add to the enthusiasm of their 
devotees -and to lend an indignant fanaticism to their pro- 
of belief. This must, I think, be accepted as a fact 
b^ the student of economics and politics ; whether or not he 
himself hjis any supernatural faith is beside the point. Even 
if it is held that* all faiths of the latter variety are no more 
than superstitions* it ought still to be recognised that a 
superstition may calm the human mind and that, without 
such comfort, neuroses may develop of so serious a kind that 
society is always liable to be diverted from rational courses 
by irrational political religions. 

•Although Marx contrasted his so-called “ scientific 
socialism ** ^i^h Utopian socialism, the difference was one 
of detail. He emphasised that the brave new world could 
not be created merely by the force of ideas, but he held that 
it would be brought about inexorably by the laws of economic 
developmeflt. This, of course, was not a scientific statement 
in the ordinary Sfense of the term. It was a dogmatic state- 
ment of faith, the substitution of a long- worded prophecy 
for a mere hope, but it was^ot science. It is also significant 
that Msflrx devoted very little spacetto a description of the 
new and happy society he predicted, and he was no doubt 
wise to lea^e everything rather vague. Life would be’un- 
bearably dull in all the Utopias so far described in detail, and 
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the Struggle for their achievement is far more attractive than 
their realisation could ever be. Not that there is much 
danger of reaching the goal ! The one thing which can be 
predicted with reasonable certainty aboutieconomic develop- 
ment is that the pace will be slow — slow, that is to say, if 
one’s idea of speed is such that the progress of the past two 
centuries is regarded as trivia and unimportant. 

In the light orthese considerations, the qualities requisite 
for a successful social religion may be summarised. First, 
there should be some Utopian objective. Second, it is 
'desirable to introduce an element of determinism which leads 
the faithful to believe that their goal is not only attainable 
but also that its attainment is inevitable. They may fight 
better if they think that “ history is on their side ” ; and 
simply because they fight better, history will tend tft.he«nn 
their side. Third, the final state should be left vague lest 
the faithful grow bored or incredulous and begin to ask 
whether the stniggle is worth while. Because it is a fight 
for so indefinite an objective, attentioh should be con- 
centrated on the fight itself. For this reason it is important 
to exaggerate the evils of contemporary society out of all 
recognition and to denounce opponents as vile reactionaries 
who are not fit to live. Fourth, great sljress should be laid 
upon the importance of loyalty to “ the party ”, not only ^or 
the obvious tactical reasons, but also because' such loyalty 
may partially satisfy some cheap psychological needs. It is 
very pleasant, no doubt, to rely upon “ authqrity ”, and it 
may be a great comfort to feel that the virtue of party 
membership can outweigh the failures of persoitel life. To 
be on the right side is to be “ saved ”. 

The Communist religion satisfies these requirements 
remarkably well, and it is also \ir.ell suited to modern minds 
because its mysticism is wrongly labelled “science”. ‘It has no 
beauty of symbolism but’ it has an economic liturgy and that 
is what appeals to many modern minds — which- are too dull 
for poetry and too lazy for real economics. Moreover, the 
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doctrine of the class-war makes a strong traditional appeal 
by dividing the world into the elect and the damned ; and 
the issue is not confused by any “ nonsense ” about loving 
one’iS enemies. 

“ The early socialists ”, writes Sir Alexander Gray,' 
“ had been inspired by a lyge-hearted love ; the gospel 
of Marx is a gospel of hatred and envy .and flialevolence, 
setting the class struggle in the centre of things, and 
appealing to all the ignoble pas^ons.*” 

Such an appeal is likely, perhaps, to meet with a more im- 
mediate practical response than any appeal to philanthropy. 

It is only^y studying the emotional and neurotic aspects 
of the Maivcian religion that the reasons for its strength can 
b^und^grstood. This strength would, indeed, be inexplic- 
able if rationality were an essential quality ; for there is 
vfery little^ of the Marxian doctrine which can stand the test 
of intellectual scrutiny. It is because of ^is emphasis on 
economics that Mlrx is supposed to be a great thinker — 
mainly by those who have read neither his economics nor 
anyone else’s. In fact, his economic analysis, which depends 
upon a labour* theory of value, has long since been dis- 
credited, and his predictions have been falsified repeatedly 
by the events. From the point of view of the scholar, 
Marx’s views must be judged historically and in that sense 
they are interesting. But the three large opaque volumes of 
Das Kapital jzontain little that is of value to the modern 
world, and it is merely absurd to put Marx in a higher 
intellectual* category than Ricardo or John Stuart Mill. 
From the point <ff view of the political agitator, however, he 
looks much more attractive, and that unfortunately is what 
matters ‘most. To adapt phrase. of Peacock’s, Marx has 
done “ enough mischief to be called*a great man ”. 

By contrast, a belief in private enterprise, however 
sincere, scarcely meets the needs of those who want some 

‘ The Development of Economic Doctrine, p. 329. 
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tinuous propaganda, the inhabitants of the satellite states 
probably suffer from far fewer illusions about the benefits 
of Marxism than do the people of the free world ; and I 
imagine that the Qommunists in Poland or Czechoslovakia 
or Hungary would receive short shrift if the workers were 
free to act as they pleased. But although the people may 
have begun to realise the tcu^, they also realise that the 
Red Army is riot far away. Even in Russia itself f there must 
be a great deal of disillusionment — not about the greatness 
of Russia which will be defended to the death, but about the 
new ruling class. The mass executions and the deportation 
of millions of people in the ’thirties indicate that, at least in 
Stalin’s opinfcn, there was a substantial opposition to his 
policies at that time. More recently, fresh evidence of unrest 
m^Y. inferred from the suspicious attitude adopted towards 
ex-servicemen who •have seen a little of the world outside 
the U.S.S.R., and from the indecent haste with which nearly 
all the great Soviet generals have been pushed into obscurity. 
What would happen if there were free eledions in Russia 
is anyone’s guess, but the most relevant fact is that there 
are no such elections. A police state is a tough nut to 
crack, and mashine-guns provide a convincing answer to 
second thoughts. 

Ilk Mr. Koestler’s remarkable novel. Darkness at Noon^ 
there is an old Communist who goes to Russia on his release 
from prison in* his own country, where he has suffered for 
many years for his beliefs. On reaching the promised land, 
he is promptfy arrested and imprisoned once more, and his 
bewildered •mind breaks under the strain. As he sits in 
his cell he mutliers again and again : “I was put in the 
wrong train ”. When Mr. Koestler created this character he 
may ha^e had in mind the German Communists who fled 
to Russia before the war in order to ^scape Nazi persecution, 
only to find themselves in Soviet concentration camps. They 
“ took the wrong train ” and their fate should serve as a 
terrible warning to the Western Communists and Fellow- 
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Travellers who would like to see us all travel in the same 
direction. No doubt these Germans saw the truth at last 
but there was very little they could do about it. It is true 
that some of them did manage to make ^ return journey in 
the physical sense, for they were handed over to the Gestapo 
by their Soviet captors during the period of the Russo- 
German alliance, and were«thus given an opportunity of 
studying, from ^he angle of political prisoners, the old 
question as to whether or not there is any difference between 
fascism and communism.* Unfortunately, whatever second 
thoughts they may have had about their former political and 
economic beliefs can have been of little practical significance 
to themselves or anyone else.* 

So much for communism. A similar religious element is 
apparent in the policy of socialisation by democraticmgans , 
but in this case the danger is much less. The Utopian 
claims may be discredited and disillusionment follow after a 
few instalments of nationalisation ; and sa long as Parlia- 
mentary governWnt survives, the opposition of the majority 
can be given effective expression. It seems likely, indeed, 
that this is what will happen in the United Kingdom. 
Nationalisation has worked few w^onders so far ; and to the 
ordinary consumer or employee its benefitj; have been difficult 
to discern. In an attempt to evade the unpleasant (ruth, 
some incorrigibles have begun to draw a mysterious dis- 
tinction between “ nationalisation# ” and “ socialisation ” ; 
while admitting the disappointing results of the former, they 
continue to make a religion out of the latter.^ But the workers 
are not complete fools and such hair-splitting will scarcely 
convince them in the long run. 

> Meanwhile some of their former comrades had taken a, different 
train. They had travelled t<). the reactionary England of Baldwin and 
Chamberlain ; and while their old contrade Frau Neumann ^s on her 
way from a concentration cafnp in Kazakstan to Ravensbriick, they were 
living in some comfort and attempting to undermine the war effort of 
their tolerant hosts in the interests of Soviet foreign policy, 

^ Perhaps what is wanted is more co-operation between the workers 
and the management. If so, this can also be provided in private industry. 
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The polls of public opinion suggest that the bulk of the 
electorate is opposed to further socialisation ; even in 1345 
there was no majority in favour of it. The Labour Party 
di4 not obtain hajf the voles, and even those who voted for 
it did so, in many cases, for reasons other than a belief in 
socialism. The party was supported because it was expected 
to be more successful tha;i its rival in providing houses, 
maintaining employment and the like* and because it 
was believed — quite wrongly — thjt Mr. Attlee would 
demobilise more quickly than Mr. Churchill. Above all, 
people were sick of the Tories and wanted a chaAge — a 
very proper attitude in a democracy. But there was no 
evidence to Suggest that the Labour Party won the election 
as the result of any general enthusiasm for its programme of 
^tionalisation ^ and it is difficult to take seriously the claim 
. of its leaders that they have been carrying out “ the mandate 
of the people Parties are supported for a variety of reasons 
and it is necessary to take the good with the bad. Thus the 
Labour Party may be successful in the futute and may push 
ahead with socialisation, although only a small, if strident, 
minority is really opposed to private enterprise. The same 
may happen with regard to other issues, whatever party is 
in power, but in t^is case there is reason to feel particularly 
disturbed about the working of the Parliamentary system. 
It will be 90 difficult to restore private enterprise to the 

But if what is demanded is “ workers* control **, the reply has been given 
by Marshal Sti^in himself ; 

“ The workers persistently complain : ‘ There is no master in the 
works ; there is no system.* We cannot any longer tolerate that our 
factories shofild be transformed from productive organisms into Parlia- 
ments.** Quoted by a Communist writer, Mr. M. Dobb, in his Soviet 
Planning and Labour in Peace and War^ p. 84. 

Although Communists sometimes support syndicalist tendencies, this 
is merely a political ruse which ought to^ deceive no-one. Syndicalism 
was den<^unced in the strongest terms by Lenin as well as by Stalin ; 
and managerial discipline is much stronger in the U.S.S.R. than in the 
capitalist countries. (Cf., e.g.t the Laboui' Law of which condemns 
absentees to ||x months’ compulsory labour.) 

* This has been still more true of the election of Feb. There 
is now no trace of a mandate for further nationalisation. 
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industries whence it has been banished, and permanent public 
ownership will have so profound an effect on the social and 
political structure, that it should not be undertaken unless 
it is clear that an overwhelming majoritjvof the electorate 
is in favour of a far-reaching change of the kind implied. 
Unfortunately the Labour leaders have not been deterred 
by scruples of this kind and the% may get away with it once 
more in the futur^L • But at some stage, nationalisation may 
become a major issue ^at an election, and if this occurs, its 
suppbrters are likely to suffer a resounding defeat. Certainly 
it is most improbable that any of the positive achievements 
of the nationalised industries will win electoral support, and 
the main hope of the Socialists must be the coincidence of 
a Conservative administration with an acute balance-of-pay- 
ments crisis which might lead to a strong, if wholly irrational, 
outcry against private enterprise as such. * 

In speculating on these matters, the future policy of the 
Labour Party itself is an intriguing puzzle. The Right-Wing 
section appears tb be fully aware of the electoral dangers of 
an ambitious policy of socialisation ; and in any case, the 
more experienced and intellectually competent members of 
the party are well aware that such a programme would be 
extremely difficult to implement at a time, when the country 
had more important things to deal with. Some would b« 
opposed to a great extension of public ownership even on 
principle. They joined the party in the 'first instance 
because they felt it would be more active than a Baldwin or 
Chamberlain administration in curing mass unemployment, 
improving the social services and so on — and who will say 
that they were wrong ? * They would have joined the 
Liberals, in all probability, if there had been any chance of 
a Liberal Government, bpt they knew, that there wa& none. 
These moderates will nojv be allied with those who, iike Sir 

* The author himself joined the Fabian Society for ^ese reasons 
and subsequently left it when he became aware that a radical, as distinct 
from a socialist, policy was regarded unfavourably. 
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Stafford Cripps, were once extremely doctrinaire, but have 
now modified their views after five years of hard practical 
education. At the other extreme are the fanatical Socialists, 
whci are a menace both to the political stability of their 
country and to the future of their own party. What a strange 
►party it is ! The Conservative Party is often criticised on the 
ground that it has no policy, jbut the broad outlines of its 
policy are clear enough, if far too infrequently stated by its 
members. It is rather the policy of thj Labour Party which 
is so uncertain, and it will continue to be so while it contains 
such an extraordinary diversity of views. It is no exaggera-* 
tion to say that its own Right Wing has more in common with 
the Tories and the Liberals than it has with its own Left 
Wing, ai\d#the party’s future will be largely determined by 
ajj^internal struggle for power. Will it feel obliged to present 
« list of candidates* for socialisation in every election pro- 
gramme ? Will it continue to whittle away at private enter- 
prise, if it gets the chance, until very little is left ? Or will 
it soon call a halt* to nationalisation, deal Aiore reasonably 
with the profit motive, and put into practice some of the 
encouraging remarks about competition which are contained 
in that charaeteristically inconsistent document. Labour 
Believes in Britain^ It is significant that these questions 
W0ukl be answered differently by different groups within 
the Party. 

The Liberals are probably right when they claim that the 
majority of the British people are liberal in outlook. By a 
strange paradox, however, their party is of minor political 
importance^ and since the Labour Party, although it contains 
a strong liberal lelement, is so divided and confused, it is 
the Conservatives who must be regarded as the principal 
defende’rs of the liberal tradition, ynfortunately they do not 
always give the impression of beiqg the most stalwart of 
champions. 

Although the Conservatives are supposed to represent the 
interests of the well-to-do, their bark is far worse than their 
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bite. Conservative Governments have in fact increased 
greatly the progressive character of the tax-structure,- and no 
future administration which they may form will be able to 
enlarge the share of the rich to the point \|/here it becomes a 
large proportion of the total. This statement can be made 
with assurance for two reasons. First of all, the distribution , 
of gross incomes even before taxation is far less unequal than 
is usually supposed. Second, state expenditure is so large 
and will remain so large, even after all possible economies have 
beeit made, that progressive taxation will be essential under 
any GoVernment, except a Communist one, if the bill is to 
be paid at all. Without doubt the Tories would distribute 
the benefits of any possible reduction in taxation over all 
income groups, instead of giving as much as possible to the 
workers ; but in this they would probably be right. Profits > 
in particular, ought to be taxed less heavily if risky enterprises . 
of the kind so badly needed are to be undertaken on U 
sufficient scale. On the expenditure side, it ia worth recalling 
that Mr. ChurcSiill’s Coalition accepted •practically all the 
recommendations in the Beveridge Report on the social 
services, although it did so with such characteristic political 
incompetence as to receive little credit for^ts action and 
practically none for its own proposals, wjiich were actually 
to be more costly than those made by Lord Beveridge him- 
self. The new educational policy, which has as one of its 
objectives a greater equality of opportunity, 'was also con- 
ceived by the Coalition Government, and it was Mr. Butler 
who introduced the Bill. 

With regard to the inequality in the ownership of capital, 
which is far more marked than the inequality of income, the 
Conservatives would probably slow up a little the process of 
eliminating the large fortunes by rechacing death dtities as 
soon as this became financially possible. But it will not be 
financially possible to make any large changes for a long 
‘time to come, and for political reasons, the Teries would 
not, in any case, dare to propose an abrupt departure from 
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the progressive policy which they themselves have carried out 
in the past. This is something but it is not enough. It is a 
remarkable fact that in discussing Conservative policy with 
regard to such matters, it is natural to begin by asking what 
the propertied classes will be prompted to do on the assump- 
tion of almost complete selfishness. The next step is to 
consider whether or not, if ihtir own interests conflict with 
those of the rest of the people, they are fikely'to get away 
with it; and the answer is, I believe, remarkably encouraging 
for a variety of reasons at the prelent time. But their whole 
approach gives the impression of being either grudging of 
patronising, and this is most unfortunate both for themselves 
and for the capitalist democracy which they defend. Part 
of the trouble is due, of course, to the traditional failure of 
th/fi. CQjoservatives to present even their most progressive 
•policies in a way which appeals to the imagination ; but 
there is piore to it than that. If the party could permit 
itself to take larger sip of the equalitarian idealism in 
which some of its bpponents are wont to drown themselves, 
it would recognise and emphasise that very large inherited 
properties are morally wrong as well as being merely doomed 
in practice. Of course it would be folly to expect any party 
to behave in a cogipletely altruistic way with no regard to 
sdf-interest, and this is as true of the rising commissar as 
it is of the business man. But it is unduly cynical to exclude 
altogether the possibility*of more philanthropic motives. 

For that ijiatter the self-interest of the propertied classes 
should prompt them to attack the very large estates. The 
vast majority of the class consists of people with quite 
modest estates, and their position can be defended, as we 
have seen in earlier chapters, on objective grounds. It is 
only a very small group ^t the tgp which deserves to be 
seriously attacked, and it will be, ironical if the smaller 
capitalists jeopardise their position by attempting to defend 
privileges which they do not themselves enjoy. I have tried 
to show above that a property-owning democracy is the best 
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objective which the country can choose and I have also 
conceded that its achievement can only be gradual. I am 
fully aware that levelling up is far more important than 
levelling down and that high death duties may have -bad 
incidental effects, in particular because thriftiness is dis- 
couraged. But the Conservatives, who are always suspect and* 
should be more careful, are f?ir<oo wont to stress the snags, 
and it is tiifie they recognised that the idea of a property- 
owning democracy will catch the imagination only if it is 
preserved with more equalitarian enthusiasm. Whether the 
'Ordinary property owner who supports the party is himself 
an idealist, or merely an astute egotist, he should be prepared 
to proclaim that large inherited estates are undesirable in 
principle. 

The Conservatives have been blamed, with som(^justtf^, 
for the heavy unemployment of the inter-war years, although 
it is worth recalling that it was a Labour Governn^ent which 
first intensified ^the deflationary pressure by its fiscal policy 
after 1829. Both the Socialists and the Tories were handi- 
capped throughout this period by the lack of technical know- 
ledge and the slow development of economic thought in the 
past. It is long since time to abandon the superficial Marxian 
view that whatever happens is due to clasr,-interest and “ the 
logic of the system ; and it is surely extraordinary that*i 50 
many educated people, who would never cJrSam of intro- 
ducing such arguments in attempting, for example, to explain 
why cancer has not been cured, should find them wholly con- 
vincing as an explanation of social ills, as though there were 
nothing “ technical ” about, say, monetary Management. 
Business does not benefit from depression, which reduces 
profits more than any other constituent in the national 
income, and the mere existence of private business does not 
mean that deep depressions are unavoidable. Even the 
disastrous return to the gold standard at a high parity in 
1325 was taken on the advice of financial experts, and it is 
absurd to suggest that there was class-interest behind a 
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policy which did so much to lower profits as well as to swell 
the ranks of the unemployed. Subsequently, a great deal 
of experience has been acquired in the technique of financial 
planning, and the% statement of future policy in the White 
Paper on Employment Policy marks a major breach with the 
•past. This document was unsatisfactory in many respects 
but too much attention shocild not be devoted to the details. 
Without question, the new ideas have been largely accepted 
by the Tories : the practice of relating the budget to esti- 
mates of national output and expenditure will scai^cely be 
abandoned by any subsequent Government, whether of thh 
Right or the Left ; and the measures necessary to mitigate 
structural unemployment will also be carried out. 

Conservative policy seems reasonably satisfactory in all 
these rjspects and is, indeed, remarkably similar to Labour 
•policy. If that were all there were to be said, the main 
reason fqr supporting the Conservatives would be a belief 
that the Tory leaders were more competenj administrators. 
Views will differ 6n that point ; but apart from defence — 
which may be so important as to settle the issue — it would 
be difficult to make out an overwhelming Conservative 
case on this sO^re. It is a different matter, however, when 
the remaining considerations are taken into account. A 
, {ff-invipal merit of the Tories is that they would put a stop 
to .the polidy^ of nationalisation which is so undesirable 
economically and so dangerous politically. With the inflation- 
ary gap no Ipnger grave, they would also be able to dispense 
with many of the remaining industrial controls and thus free 
the market! The Labour Party could do the same, of course, 
but it is confustfd by its hatred of the ptofit motive and its 
doctrinaire belief in the desirability of physical planning and 
controls. It cannot be dpubted that Conservatives would 
permit Inuch greater scope for enterprise and initiative. 

The Conservatives are often criticised on the ground that 
they are tdb inclined to foster monopolistic practices. The 
more extreme charges under this heading may be dismissed 
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out of hand, but the fact remains that a Conservative Govern- 
ment, even if it did not sponsor such practices, might not 
be particularly active in trying to eradicate them. To what 
extent is this important ? 

It has been conceded already in Chapter 9 that some of 
the charges made against monopoly are exaggerated and* 
that some of the remedies proposed would make matters 
worse. In partic\ilar, we have already rejected the notion 
that an industry ought to be socialised if the economies of 
large-scale production are 'Such as to place one or two firms 
in a strong monopolistic position. It is. also clear that even 
private cartels may be far less harmful than public mono- 
polies if only because there will always be enough efficient 
firms, with a strong desire to compete, to ensure, that the 
monopolistic power of the cartel will be less than th^ of 
full-blown public corporation. Politically the danger is also* 
less because the industrial grouping will represent som*e 
division of power which, if it does not resujt in democracy, 
may at least set some limit to the authofity of the Central 
Government. (After all, it was the barons, not the people, 
who wrested Magna Carta from a reluctant monarch.) Above 
all, a policy of sponsoring or permitting cartes is preferable 
to one of nationalisation because its rever^'jil by a subsequent 
Government would be far easier than the restoration ef , 
private enterprise to industries which had been taken over 
By the state. 

It is necessary, moreover, to resist the usyal academic 
temptation of applying ideal standards. A Labour Govern- 
ment might do more to restrain the employers’ monopolies, 
but its opposition to private enterprise in general might be 
so bitter that it would fail to understand the problems with 
which it was dealing. A quiescent Conservative Govern- 
ment might do little ob nothing to improve the situation, 
but a Monopoly Commission, staffed by doctrinaire Socialists 
and ‘supported by doctrinaire Labour Minister^, would be 
capable of doing untold harm. It is also fair to add that a 
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Labour Government could not be expected to show much 
vigour in preventing the trade unions from enforcing re- 
strictive practices. Not that the Conservatives, for their part, 
would dare to interfere with the unions. Thus, whereas 
the monopolistic employers might escape to some extent if 
pne Party were in power, the trade unions would escape what- 
ever the complexion of the fji^vernment — unless, of course, 
the Communists had seized control, whennhe independence 
of the unions would be abruptly terminated. 

The prospects for private erAerprise will depend Very 
largely upon the outcome of a struggle for power* within 
each of the main political parties. If the more sensible 
members of*;the Labour Party can consolidate and extend 
their powe? at the expense of the doctrinaire Socialists, a true 
Labour Party may yet emerge which will attempt to improve 
ihe lot*5f the commbn man by whatever methods seem to be 
appropriate. As for the Conservatives, it is not, I suppose, 
altogether out gf the question that some new Disraeli may 
yet express with vigour and clarity the idealism which un- 
doubtedly exists behind the hard veneer of social snobbery. 

It may be objected that if both parties were to accept a 
liberal policy o^ the kind which so many politically frustrated 
people would gladly support, there would be no further 
p«int,in the party system. Such arguments, however, reveal 
a serious failure to understand the basic conditions for 
successful dem*ocratic government. Apart from the fact that 
there would always be differences of emphasis on major 
points of principle, marked differences might be expected 
in the attitudes adopted by the two parties towards the 
specific problems of the day. A large part of the work 
of government has nothing to do with the application of 
ideologiles — a fact which ^s too ofjten ignored by academic 
theorists. An administration may Ije judged by its success 
in finding particular remedies for particular problems, and 
the rotation of parties provides a sanction for inefficiency, 
a way of changing personnel and a safeguard against the 
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abuses which always tend to appear when a single party, 
such as the Communists in Russia or the Nazis in Germany, 
has a monopoly of power. The parties need not be separated 
by great ideological differences.' On the contrary, such 
differences will make it impossible in the end to operate a 
Parliamentary system ; as we have seen in the first chapter,^ 
their existence in the United (Kingdom, even at the present 
time, gives cause «for grave concern. As some of the great 
philosophers of democracy were wont to emphasise, it is an 
essential condition of sucjcess that the main parties in a 
democracy should be in agreement on those fundamental 
issues which affect the whole basis of society and should 
confine their disagreements — which may certainly be sharp 
and bitter — to other matters. 

Such agreement on fundamentals may not be so far 
beyond our reach as the pessimists suggest. It is un- 
doubtedly apparent over a very large part of the electorate 
and it can be discerned as between the mpre responsible 
wings of the twa major parties, although each is handicapped 
by its own extremists. It would be vastly strengthened if 
those who believe in a progressive policy for private enter- 
prise could conquer their exaggerated inferiority complex 
with regard to the past, overcome their irrational sense of 
defeat and cease to be apologetic when they ought 1;o be 
aggressive. It is true that a belief of this kind cannot be 
made into a “ religion ”, and this c-^n be a serious handicap 
in the political struggle, where crude emotional force is often 
more important than technical competence or moral worth. 
The economic case for a progressive capitalism iji based on 
empirical investigation and rational inquiryi It is a strong 
case, but it does not leave those who accept it with an 
optimistic conviction that “ histg^y ”.is inevitably on their 
side, whatever human Jbeings may do. By contrast, the 
Marxists, like Lawrence’s Arabs, know “ only truth and 
- untruth, belief and unbelief, without our hesitating retinue 
of. finer shades Their minds uninhibited by scientific 
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habits of thought, they can press forward with confidence, 
irrationally certain of success. Thus it happens sometimes 
that 

“ The best*lack all conviction, while the worst 
Are full of passionate intensity.*’ 

Herein lies the strength ^f the totalitarians ; but the 
determinism of their religion which fortiflfes them so long as 
they are gaining ground, may prove a source of weakness if 
they should suffer a severe reverse. If they can be resisted 
with steadiness and courage, their belief in a predestined 
victory, which somehow constantly eludes them, may wane 
with great suddenness, and self-assurance may give place 
to despais. “ Confidence in victory ”, writes Professor 
Toynbee in discussing these matters, “ at last proved 
Goliafff’s bane when the long series of successful combats 
^as broken and terminated by his encounter with David.” 
There is great comfort in such reflections, and there would 
be more if the defenders of private enterprise and democracy 
were better endowed with some of the qualities to which 
David owed his success. 
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THE INFLATIONAR’^* GAT 

Inflation is often described By saying that there is*“too 
much money chasing too few goods and it is custBmary %o 
supplement this convenient cliobe with others about “ the stream 
of money” •and “the stream of goods”. Unfortunately, the 
official statistics are not presented in such a way as to make 
these tw6 streams easily discernible and the nature of the problem 
^nay, ^«rhaps, be elucidated more readily if the arrangement of 
the figures is changed. This I have tried to do in Table i 
overleaf. 

The figures ^r 1348 have been derived from the White Paper 
on the National InCome and Expenditure of the United Kingdom 
for 1846-48 (Cmd. 7649). Those for 1349 come from the 
Economic Survey (Cmd. 7647). Some of the estimates may need 
to be revised i% the near future, but that is of minor importance 
in the present context where the main purpose of the table is 
ip indicate a possiUle method of analysing the data. 

The table begins with the value of goods and services pro- 
duced at hoiQe which is necessarily equal to their cost ai\(d 
therefore to the sum of iftcomes earned in home production. If 
all these incomes were spent currently, whether on consumption 
goods or capital goods, and if no expenditure were possible except 
out of fuiids thus earned in production, then costs would be 
exactly covered hy receipts and the economy would be in monetary 
equilibrium. (In technical language. Say’s Law would apply.) 
In fact^ however, there ar^ number of complications as showft 
in the t^ible. 

To begin with the goods stream.. First of all, it is necessary 
to add a ^urc for imports of goods and services and to deduc^ 
exports. This indicates the way in which the supply of gjods 
available is increased or decreased as a result of foreign trade. 

269 



c 

o 


o 

m 

00 

o" 


'I 

o* 


00 0 

to N fO 

8> 8 

0 O' M \0 

N rf 

0 0 

M H 

0 

0 

fO M 

^ N 

00 “ 

N 

00 " 

0 10 M 

^ so fO 

M M 

M 

N , to 0 

fO N O' IN 

vO^ M ^ l>. 

M H 

p SO 

0 » OS 

H 

00 " 

? 

00 


td 

£3 

H 


B 

0 

.S 

73 

s . 

ta 

^ c 

S.2 

i u 

O 

O 73 
G 


5 ^ 


u 

> 

O 

c 

o 

fl> 12 

S !R 


« ti 


o 

c 

cn 

ii 

B 3 

i1 

09 Ui 

§ C 


^ ; 
l 3 * 


a 

,o 


73 

73 

c« 


•B 

73 


u 

<« .s . 

.2 .*0 p 


'2 ? 

0 

1 ^ 

u C > 

H « 5 

i 


5 A 
> 

1 

8 

n 



> 

.. o 

t:0 

"§ ^ 
Q>::. 


g h* 

I « 
e& 


°*d 
') O 

S ’*3 
O ca 




o e 


o - 
Eh 


O «> rt 5 
•S O c S 

•• I •§■§•= 

tscuQca 

S ro Th 1/j 


— ‘> 

g S 

O ■ 

12 2 


o 

Eh 


Q 


o 

. e-i 
£ 
N 


i 6 
! s? 


O' 

00 

H 

1 

10,850 

' 

! 50 

1,670 

12,570 1 

2,040 

2,330 


0 00 

0 N 

00 

sO SO to 

!>. M 10 

00 

^ H vO 

M O' (O 


0" m" 

N H N 


H 




73 ’C 

o* 

(M O 

|l 

8^' 

3 


JH 

73 

O 

CO 

? 


u 

■s 


|«.- 

«23 

-• 8*5 8 

O 0 


0 


s 


(7) Available for consumption | ^,004 ! 8,200 j (18) Ex*]penditure on consumption 



THE INFLATIONARY GAP 

The next step, which involves the addition of indirect taxes, may 
appear more obscure. The object of the whole calculation is to 
see whether monetary expenditure is likely to exceed or fall 
shprt of the mone^ry valui of supplies valued at market prices. 
These prices are raised above costs of production by indirect 
taxes, which means that more purchasing power will be absorbed 
in the purchase of a given quantity of goods than would be the 
case if no such taxes were ifftposed. Conversely, subsidies must 
be deducted. It will be seen, therefore, that indirect taxes are 
disinflationary, in the sense that they help to close a gap between 
expenditure and the value of supplies ; conversely, subsidies are 
inflationary. (It is one of the complications of policy tliat what 
may be required for stability 4 n this context may conflict with 
what is desiVible in order to prevent a wage-inflation. For the 
latter purpose, it is subsidies which are disinflationary and 
indirect taxes which are inflationary.) 

DmE (4) indicates the total value of goods and services avail- 
able for domestic use and valued at market prices. The next 
two steps are straightforward. Deductions are made for the 
quantities of gdods used by the state and for^ gross investment. 
What is left is the value of goods and services available for 
consumption. 

The other side of the table shows how incomes are now 
increased and mow decreased. It is necessary to add net income 
on overseas investments and all transfer incomes (social security 
paypients, war pensions, interest on the national debt, etc.). 
These inconi^s (lines (9) and (10)) have not been earned in return 
fof any current contribution to production. 

In line (ii), the Government’s net income from property, 
which is analogous to a tax, is taken away and the remainder 
(line (12)) is the total of all private incomes whether earned in 
productiojff or received as transfers. From this are deducted 
depreciation allowances, direct taxation, business savings and 
additions to the tax reserves of business concerns ; and tl^ 
amount left is personaLdis^able incpme after taxation (line {i 6 )p 
When m allowance has been made for personal savings and 
additions to tax reserves of persons, •a figure for expenditure on 
consumptign is obtained (line 18)). 

It will be seen that the amount available for consumgt:ion 
is equal in each year to the expenditure on consumption, and 
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this may be taken to mean no inflationary gap. Unfortunately, it 
is not as straightforward as that. The figures for 1348 are 
historical estimates made after the event; and, apart from 
statistical inaccuracies, no gap will e^er appear in calculations, of 
this kind because the quantities will always be forced into align- 
ment by some kind of unintentional adjustment. Prices may 
rise and people will then be unab^ to buy as much, in real terms, 
as they are trying t^ do because th^ir money has depreciated in 
their hands ; \his is open inflation. Or inflation may be sup- 
pressed by means of price controls, rationing and similar measures 
designed to restrict purchases and to force people to save ; in 
this case there will be a piling up of private monetary reserves 
and much grumbling about the^^shortage of goods. In either 
event, however, a historical gap can never be estimated from the 
figures for national income and output and its existence can only 
be deduced from other statistics. (Indices of prices are useful, 
although their evidence may be ambiguous when there iff'price- 
control and prices are allowed to rise only with rising wage-rates 
or rising import prices. The record of changes in the volume of 
money and in its yelocity of circulation are of considerable value 
and further guidance may be obtained from statistics of stocks 
and reports about the availability of supplies in the shops.) 

The statistics for 1349 are different in nature. These estimates 
have been made before the event and an inflationary or deflation- 
ary gap #ay be forecast in such circumstances. If such a gap 
appeared on the basis of plans and estimates made at the beginning 
of a period, and if nothing were done as an act of deliberate 
policy to close it, a whole series of forced and often undesirable 
adjustments could be anticipated. In fact the accounts for 1349 
are in balance because the Government believes, rightly or 
wrongly, that it has taken whatever action is needed to ensure 
that this will be so. 

With the aid of these figures, some aspects of fiscal policy for 
1349 noted. Supplies produced at home in 1849 

^pected to be greater by, about £/yOO million than iri 1848. 
But this is to be offset to jhe extent of £110 million by -the fall 
in the import surplus and to the extent of £126 million by the 
increased demands of the state. After taking accoupt of some 
minor adjustments, it appears that only half the increase in pro- 
duction (£200 million) will be available for consumption. But 
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on the other side of the accounts, incomes will have gone up by 
the full -amount of the rise in output (£400 million) ; and at the 
same time transfer payments are expected to rise by about £60 
million. If no other items ‘were changed, an inflationary gap 
of £260 million coufd be anticipated. The import surplus might 
then increase, inv^tment might be reduced by a running down 
of stocks, and so on. In fact, the Government has planned to 
cope with the situation by railing more in direct taxation and by 
inserting a larger figure for personal savings, whi^ may be no 
more than a pious hope. At all events^ Sir Stafford Cripps was 
clearly justified in refusing to increase subsidies in such circum- 
stances. Such an increase would have reduced still further the 
market value of the goods a^^ablc, Le, item (3) in Table i 
would have been smaller and so, therefore, would have been 
line (7). 

An alternative arrangement of these figures for 1949 is given 
belowe^«(The figures in brackets refer to the numbering of tbp 
it^'ms in Table i.) 


Table 2 


Savings 

£m. 

Personal savings and addi- 
tions to tax reserves (17) . 210 

Business savings %nd addi- 
tions to tax reserves (15) . 620 

Depreciation allowancis (13) 970 

Sufpltises of public author- 
ities on cuitcnt account 
(3*+ 1 1 + 14 les^s + lo) , 600 

2330 


Investment 

;^m. 

Gross capital formation at 
home (6) . . . 2330 

Foreign investment (2 less 9) nil 


2330 


The sur|>luses of public authorities will provide the finance 
needed for inves^nent in various ways. Part will be expended 
as a capital transfer to private account (E.P.T. refunds. War 
Damage^ Compensation, ef^. Part will be used to repay the' 
national ,debt and funds will thus floV into the stock exchange. 
Part may be left idle in the banks, whffch will help to offset the 
inflationary consequences of any rise either in the quantity of 
money or iif its velocity of circulation whicU^ay occur in otder 
to meet the needs of the private sector, ^^least this is WSat 
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should happen if the plan is carried out. Our object has been 
to indicate the nature of. the problem as it appeared at the 
beginning of 1349 and to elucidate the proposed solution. 
Realisation is another matter. 

In the preceding paragraphs the emphasis has been on infla- 
tion, but the same technique of analysis can, lof course, be used 
in dealing with deflation. 


THE END 


.c a 
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